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AMENDMENT TO THE MERCHANT MARINE ACT, 1936 
(Construction Differential Subsidy) 





THURSDAY, DECEMBER 3, 1959 


U.S. SENATE, 
SUBCOMMITTEE OF THE INTERSTATE AND 
ForeIGN CoMMERCE COMMITTEE, 
San Francisco, Calif. 
The subcommittee met, pursuant to notice, at 3 p.m., in the Fed- 
eral Office Building, room 59, 50 Fulton Street, San Francisco, Calif., 
Senator Warren G. Magnuson (chairman) presiding. 
Present: Senator Warren G. Magnuson, of Washington (chairman). 


OPENING STATEMENT 


Senator Magnuson. The committee will come to order. 

I have a brief opening statement. 

In our hearing today the Merchant Marine and Fisheries Subcom- 
mittee of the Senate will take testimony on S. 2584, legislation which 
would remove the 50-percent limitation on construction subsidies 
awarded for vessels constructed in U.S. shipyards. 

These subsidies, which are paid directly to the shipyard, are de- 
signed to achieve parity in domestic construction costs with those of 
similar vessels constructed in lowest cost foreign vards. Recent Mari- 
time calculations indicate that the differential between domestic and 
foreign costs has exceeded the 50-percent limitation presently contained 
in the Merchant Marine Act of 1936. 

As a result of this, the competitive position which the principle of 
parity was designed to accomplish is no longer present and the issue 
is squarely before Congress to decide whether or not American oper- 
ators on essential foreign commerce trade routes are to have parity 
or not. 

In our hearing today we will take testimony from steamship operat- 
ing companies, construction companies, and shipbuilding experts in 
an effort to find out whether the 50-percent level should be removed 
or raised, and to get more information about the bill. 

The reason we are having the hearing today, in San Francisco, is 
that inasmuch as the regular committee will have some further hear- 
ings back in Washington, D.C., we thought it would be a very perti- 
nent matter to have some testimony here from the field that we can 
take back with us to incorporate in whatever hearings we may have 
back there, which, naturally, will involve the administrative agencies, 
the departments involved, and testimony from some of the operators, 
and marine people on the eastern coast, as well as the gulf. 

I would like to insert into the record, at this point, a copy of 5S. 
2584. 
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AMENDMENT TO MERCHANT MARINE ACT,’ 1936 


(The bill referred to follows:) 


[S. 2584, 86th Cong., 1st sess.] 
A BILL To amend title V of the Merchant Marine Act, 1936, in order to remove certain limitations on the 
construction differential subsidy under such title 


Be it enacted by the Senate and House of Representatives ef the United States o 
America in Congress assembled, That section 502 of the Merchant Marine Act, 
1936 (46 U.S.C. 1152), is amended by— 

(1) striking out the second, third, and fourth sentences in subsection (b) 
and inserting in lieu thereof the following: “In any case where the lowest bid 
of a responsible domestic shipbuiider is found to be unreasonable or excessiv e, 
the proposed contract may be negotiated with the view to construction in a 
domestic shipyard at a reasonable cost’’; and 

(2) striking out the last sentence in subsection (d). 

Senator MaGnuson. The Chair wants to apologize for setting this 
hearing back an hour, but we did have some urgent business with the 
shipbuiulders conference today at noon, and some other matters to 
attend to, but I am hopeful we can finish up today with the witnesses 
we have here. 

With me here today is Senator Clair Engle of California and 
Congressman John Shelley of California and Mr. Gerald Grinstein, 
who is one of the committee counsel on these matters. 

So we will proceed as fast as possible, and I see the first witness is 
Mr. Tom Killefer who has a prepared statement, which is a short one. 
You can read it, Mr. Killefer. 

Mr. Killefer is executive director of the Committee of American 
Steamship Lines. 


Mr. Killefer. 


STATEMENT BY TOM KILLEFER, EXECUTIVE DIRECTOR, 
COMMITTEE OF AMERICAN STEAMSHIP LINES 


Mr. Kituterer. My name is Tom Killefer. I appear here as execu- 
tive director of the Committee of American Steamship Lines, an 
organization composed of 14 U.S.-flag steamship companies holding 
operating-differential subsidy contracts with the Government. We 
support S. 2584 and endorse the principle behind it—that complete 
parity with low-cost foreign-flag competition should be afforded the 
American shipbuilding industry. 

Accompanying me today are Mr. Jack R. Dant, president of States 
Steamship Co., of San Francisco, who appears as vice chairman of 
CASL; Mr. John W. Clark, pre sident of Mississippi Shipping Co., and 
Mr. Frank A. Nemec, senior vice president of Lykes Bros. Steamship 
Co., Inc., who appears as chairman of the CASL Vessel Replacement 
Committee. 

Our member lines are also represented here by Mr. Harry Glennon, 
vice president of Moore-McCormack Lines, and by Mr. Burke G. 
Piper, vice president of Grace Lines, Inc. 

We have with us, too, Mr. J. J. Henry, a naval architect and marine 
engineer who is the principal stockholder of J. J. Henry Co., Inc., 
with offices at 21 West Street, New York City. Mr. Henry will pre- 
sent testimony on worldwide shipbuilding capacities, production, and 
particularly on current differences in ship prices between U.S. ship- 
yards and those of competitive, foreign shipbuilding centers. We 
believe that Mr. Henry, by reason of his background, organization, 
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and recent experience in these matters, is eminently qualified to furnish 
this information. 

Mr. Henry and his organization have been under retainer to CASL 
since 1955 for purposes of compiling and coordinating foreign cost 
information from five major foreign shipbuilding centers. 

CASL’s relationship with the ~ Henry organization and with our 
other foreign consultants was deve ‘loped as a consequence of a growing 
realization on the part of our companies that they must have direct 
access to current information on worldwide shipbuilding prices, not 
only in order to assist the Federal Maritime Board in arriving at proper 
construction-differential subsidy determinations, but also to discharge 
management’s responsibilities to their corporate directors and stock- 
holders. 

Once CASL had determined to establish a worldwide organization 
to cover this subject on a continuing basis, we consulted with the 
American Bureau of Shipping and requested that they undertake 
this assignment for us. The ABS declined on the basis that they 
were not qualified to do this kind of work since they were principally 
technical people and had little realistic knowledge of shipbuilding 
costs and prices. Thereupon we asked that they recommend to us 
outstanding naval architects or engineers qualified to provide this 
information in: Japan, West Germany, Holland, Italy, and the 
United Kingdom. This was done, and leading foreign firms of naval 
architects and engineers have been retained by CASL to make 
current surveys of shipbuilding prices and price trends in each of 
these centers. In addition, it became apparent to CASL that there 
was need for a domestic firm to coordinate the activities of this 
foreign organization, to act as liaison for our companies, and to 
gisedinate data received from each of these foreign sources. 

Mr. Henry and his organization measured up to our requirements. 
He not only ‘had a domestic organization, but also had representatives 
in West Germany, Japan, and Scandinavia. Further, he had first- 
hand knowledge of foreign prices since he had designed and actually 
supervised construction of ships in these areas. 

After considering this matter carefully, CASL retained the Henry 
organization in 1955 and the relationship has been maintained since 
that time. During this period the Henry organization has made a 
large number of specific cost studies for the CASL group as a whole 
and also has coordinated, reviewed, and summarized the conclusions 
of the foreign experts in a large number of specific cost studies 
individually ‘requested by member companies of CASL. Because of 
his bac kground, knowledge and experience, we believe Mr. Henry 
has a unique knowledge of shipbuilding prices in the free world. 

CASL particularly appreciates the efforts of your subcommittee in 
arranging for this interim hearing on S. 2584 during the present 
adjournment of Congress. I w ish to express in advance on behalf 
of all our member lines, our thanks to you for permitting us to appear 
here today. 

We understand that at the conclusion of today’s proceedings, the 
hearings on S. 2584 are to be held open and that further testimony 
on the bill will be adduced by the subcommittee in Washington during 
the coming session of Congress, at which time the Federal Maritime 
Board and other interested witnesses will be heard. CASL respect- 
fully requests that it also be afforded an opportunity, at a time 
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convenient to the subcommittee, to appear again and present supple- 
mental testimony bearing on the problem which S. 2584 is intended 
to resolve. 

If it is satisfactory with the chairman, I will leave the calling of 
the witnesses to the subcommittee. 

Senator Magnuson. Now, Mr. Poole is here and Mr. Nemec is 
here. I am wondering if we shouldn’t hear from Mr. Henry first, 
and they can fill in whatever Mr. Henry doesn’t testify to. 

(Discussion off the record.) 

Senator MaGnuson. We will hear from Mr. Poole first. 

Mr. Poole is vice president and comptroller of American President 
Lines. 

Do you have a prepared statement? 

Mr. Poote. Yes. 

Mr. Killion greatly regretted that he had committed himself to 
make the major address at a merchant marine community visit in 
Denver. I am sure that that enterprise is one in which this com- 
mittee has a considerable interest, but at any rate, that is his duty, 
Before he left he prepared a statement which he asked me to read 
for him. 

Senator MaGnuson. We will be glad to hear from you. 

Mr. Pooue. This is the statement that he prepared. 

(The statement referred to follows:) 


STATEMENT OF GEORGE KILLION, CHAIRMAN OF THE COMMITTEE OF AMERICAN 
STEAMSHIP LINES 


I am George Killion, appearing as chairman of the Committee of American 
Steamship Lines. The members of this committee constitute all those who are 
operating vessels under operating-differential contracts with the United States. 
We support 8. 2584 and urge its passage. 

The program of the Merchant Marine Act, 1936, is to provide, for the benefit 
of the Nation, both the physical facilities and the citizen skills which go with a 
substantial merchant marine. With one hand, the law forbids the use of foreign 
ships, crews, ownership, repairs, and supplies. With the other hand, the law 
undertakes to compensate steamship operators for the otherwise insupportable 
costs thus entailed—American wages are far above those of competing maritime 
countries. The principle by which this is accomplished is parity—the leveling 
down of American vessel operating costs to equality with those of foreign-flag 
competitors. 

The logic of the principle of parity is so obvious that it needs no further expla- 
nation on this occasion. The intent of the Congress to establish parity is equally 
clear in any review of the legislative history, the provisions, and the adminis- 
tration of the act. Nevertheless, the Congress in 1936 thought it prudent to 
examine the situation should foreign shipbuilding costs fall below half of the 
American shipbuilding costs. Provision for this examination was made by limit- 
ing construction-differential payments to 50 percent unless and until the Congress 
shall provide more by amendment. 

Many persons in 1936 thought the possibility of foreign shipbuilding costs 
exceeding twice the domestic costs a remote one. Such, however, has been the 
development in recent years. The productive economy of this country has brought 
our standards of living up to where shipbuilding costs are more than twice those of 
foreign competitive shipyards. The review contemplated in the Merchant Marine 
Act is thus required, and it is being made in the form of your hearing on Senate 
2584, a bill to remove the 50-percent ceiling on construction differentials. 

No one has suggested that private steamship operators should subsidize ship- 
yards in order to maintain them for the general good of the Nation. Presumably, 
therefore, the review required by the present 50-percent ceiling is for the Congress 
to assure ‘itself that conditions do really require a construction differential greater 
than 50 percent. Our testimony is accordingly addressed primarily to showing 
first, that adequate and reliable methods have been developed for determining 
what foreign shipyard costs are, and second, that the use of these reliable methods 
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proves an actual, current differential in excess of 50 percent. In fact, there is 
good reason to expect that the differential will increase to some further extent 
before it levels off. 

As long as the construction differential actually exceeds 50 percent and the act 
remains unamended, the United States is asking private steamship operators to do 
in fact what (as noted in the preceding paragraph) has never been suggested as a 
matter of principle; namely, use their own funds to subsidize shipyards for the 
general gcod of the Nation. S. 2584 will remove that illegitimate burden. 

I express the gratitude of the Committee of American Steamship Lines that 
your subcommittee has given such prompt attention to the problem outlined by 
S. 2584. I want to assure you, also, that while the material we have gathered 
and will offer in our testimony is what we consider most germane to the problem, 
we shall promptly supply any other data or judgments you may want for the sub- 
committee's purposes, regardless of whether it is a part of what we have now 
assembled. We want to facilitate your reaching clear and positive views on the 
bill in question. 

Senator Macnuson. Thank you, Mr. Poole. 

Mr. Nemee. 

Mr. Nemec. It might be helpful if Mr. Henry came up to the table 
with me. 

[ have a rather long statement here, Mr. Chairman, which we feel 
you would want as a part of the record. 

Senator MaGnuson. We will put the entire statement into the 
record. 


STATEMENT BY FRANK A. NEMEC, CHAIRMAN, VESSEL REPLACE- 
MENT COMMITTEE, COMMITTEE OF AMERICAN STEAMSHIP 
LINES, AND SENIOR VICE PRESIDENT, LYKES BROS. STEAM- 
SHIP CO., INC. 


Mr. Nemec. My name is Frank A. Nemec. I am a senior vice 
president of Lykes Bros. Steamship Co., Inc., New Orleans. I appear 
here today, however, as chairman of the Vessel Replacement Com- 
mittee of the Committee of American Steamship Lines, in support 
of S. 2584. 

GENERAL 


In enacting the Merchant Marine Act of 1936 Congress adopted 
the parity principle as its basic philosophy in order to insure the 
development and maintenance of a merchant marine and domestic 
shipbuilding industry adequate to fill national needs and aspirations. 
The parity prine iple i is founded on the sound theory that in order to 
survive in competition with low-cost foreign competition, the American 
shipowner and shipbuilder must be afforded competitive equality 
with foreign-flag interests in the cost of operating ships and in the 
selling price of ships. 

There are no limitations on the payment of operating subsidy under 
title VI of the act, and parity of ship operating costs is an accom- 
plished fact. 

However, there is included presently in title V of the act a 50-percent 
limitation on the payment of construction-differential subsidy which 
limits the effectiveness of the parity principle. The bill which you 
have before you removes these limitations and therefore enables 
American-flag companies to acquire their ships from American ship- 
yards at prices comparable to those paid by competing foreign-flag 
lines to foreign shipyards. 
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THE IMPORTANCE OF CAPITAL COSTS 


Presently, most of the member companies of CASL have contracted 
with the United States for long-range shipbuilding programs calling 
for the construction of about 27: 5 ships over a 15-year period at a total 
cost of about $4 to $4% billion. Most of these contracts were executed 
during the relatively prosperous vears following the Suez crisis and on 
the basis of the then prevailing levels of revenues and costs the program 
looked feasible. Since that time however, the international shipping 
climate has changed and the high capital costs of new ships has 
assumed increasing importance in the councils of our member 
companies. 

At present there is a substantial worldwide imbalance between 
shipping capacity and cargo offerings. This imbalance probably will 
continue for a number of years because of a lag in the se rapping of old 
vessels, coupled with the continued worldwide construction of new 
and improved ships as a consequence of orders placed a number of 
vears ago. Further, a noticeable reduction in comme we exports 
of the United States and the growing competitive impact of foreign 
economies on our postwar markets abroad aggravates the effect yof 
this world situation on American-flag carriers. 

Since World War II, shipbuilding prices in the world market have 
risen constantly. Although prices have now stabilized at somewhat 
below the peak reached following the Suez crisis, the bulk of the CASL 
ship replacement program will be at these new high-cost levels. 

All of the foregoing factors raise serious questions about the ability 
of our lines to finance the costs of future vessel replacements particu- 
larly if these costs are increased further by reason of limitations on the 
payment of construction subsidies. 

During the recent past, which has included some of the most pros- 
perous years in the history of the American merchant marine, the 
combined earnings of all CASL lines did not equal additional deprecia- 
tion on estimated replacement costs. This is shown below: 


1956 | 1957 
| 
——— SO - —— - -——- — — - — -_— - -_— 
Net income after taxes ! iiccdsengilahenewmns $73, 599, 000 $70, 690, 000 
Less additional depreciation | on ‘repli pene PbS) chil el 116, 977, 000 143, 060, 000 
ee ee ie cusnanbcsseahuceckteusghaces — 43, 378, 000 —72, 370, 000 


1 As reported in combined financial statement of lines holding operating-differential subsidy contracts, 
certified by independent public accountants. ‘ 
2 Computed for this purpose as amounting to 4 times acquisition cost of present fleet. 


The span of the present ship replacement schedule partially spreads 
the consequences of high depreciation and increased debt service costs. 
However, the current and prospective conditions outlined above 
make it necessary, indeed imperative, that American companies be 
enabled to purchase their ships at prices directly related to those of 
their foreign competitors—without any limitation on full parity. 


THE DOMESTIC SHIPBUILDING INDUSTRY 


At a time when questions are raised as to whether or not the con- 
tinuance of the domestic shipbuilding industry is essential to the 
national interests, I want to make it unmistakably plain that CASL 
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completely supports the maintenance of a healthy, thriving ship- 
building industry in the continental United States. 

Historically, no nation has long remained an international power 
unless it has maintained a strong merchant marine based upon ample 
shipbuilding capacity. 

An effective merchant fleet helps a country gain stature. It is true 
today, as always, that in a peacetime economy trade follows the flag; 
and that wherever the flag flies foreign trade will develop. 

Shipbuilding’s importance is also closely linked to our national 
economy. 

Effects of a shipbuilding program are felt far beyond the ship- 
building industry. Every item going into a ship represents labor. 
Workers in every State in the Union, and in many industries, partic- 
ipate in the construction process. 

Building a ship sets in motion activities of the mines, the forests, 
the farms, the factories, and the various forms of transportation. 

If we had no shipyards of our own, we would have to depend ex- 
clusively on foreign yards to keep our flag flying. In emergency 
periods those shipbuilding facilities might not be available. Con- 
sequently, our defensive and offensive capabilities would be impaired 
seriously. 

The atomic age has not changed this picture. Gen. Nathan F. 

Twining, Chairman of the Joint Chiefs of Staff—writing to Senator 
John Marshal! Butler, on October 18, 1957—finds it— 
incredible * * * that anyone could argue seriously or with justification that 
the new concepts of warfare obviate the necessity of further fostering a merchant 
navy.) 
In the event of a general war that might cripple land transport, he 
pointed out, only merchant ships would be able to carry the essential 
raw materials and foodstuffs needed by the civilian population as well 
as our Armed Forces overseas. 

In a recent article, a Navy spokesman, in describing the Navy of 
1960-70, said :? 

A war of limited objectives will, by definition, be fought outside the Soviet 
colonial empire and the United States. To accomplish this we must exploit to 
the fullest the Navy’s traditional role of exerting power across the ocean expanses. 
Thus we must be capable of controlling the critical sealanes, of striking the objec- 
tive area with discrimination and precision, and landing forces promptly and 
effectively. 

The principles of warfare remain fixed; it is only the methods or weapon systems 
that change. As an example, Genghis Khan provided a deterrent by destroying 
and killing a city of 1 million people—a destruction greater than either atomic 
bomb of World War II. Timely concentration was reemphasized in the Civil War 
by the famous saying, “Git there fustest with the mostest.’”’ We in the Navy do 
not envisage new principles of warfare—only the modern ways of executing them, 

A healthy, effective merchant fleet and shipbuilding industry are 
just as essential today as they were in the days before the atom bomb 
or intercontinental missiles. 


CONSTRUCTION-DIFFERENTIAL SUBSIDY 


In order to assist in the development of a strong shipbuilding indus- 
try the Merchant Marine Act provides for the payment of construc- 





1“ Rising Prices a Threat to American Shipbuilding,’ Shipping Outlook, Committee of American Steam- 
ship Lines, vol. 3, No. 2, July 1959. 

“The Navy of 1960-70,” Vice Adm. John T. Hayward, Deputy Chief of Naval Operations for Develop- 
ment, U.S. Navy, the General Electric Quarterly, vol. II, No. 4, October-December 1959. 
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tion-differential subsidy so as to permit American shipowners to buy 
vessels from domestic ‘shipbuilders at the same price at which they 

could buy such vessels in foreign yards.’ These payments go direc tly 
to the shipyards, and their primary purpose is to help equalize the 
wages paid to American shipyard labor with the lower wage scales 
that prevail in foreign shipyards. Mr. Henry, who is with me today, 
will furnish this committee with evidence as to the controlling impor- 
tance of the difference between American and foreign labor costs 
on the selling price of ships. 

Construction-differential subsidy payments, in recognizing the 
requirement that U.S. citizens build vessels in domestic rather than in 
lower cost foreign vards, are helping to maintain the nucleus of an 
American shipbuilding industry. The term “subsidy” is not entirely 
descriptive since the shipyard receives only the domestic price of the 
vessels and the purchaser of the vessel is placed in no better position 
than if he had constructed his vessel in a foreign yard. In any case, 
however, these subsidies are intended to sustain the domestic ship- 
building industry and do not inure to the benefit of the vessel pur- 
chaser. 

CONSTRUCTION SUBSIDIES LIMITED TO 50 PERCENT 


Present provisions of the 1936 act provide safeguards against pay- 
ments in excess of parity on construction subsidies, but at the same 
time place a ceiling on parity by saying that shipyard subsidies must 
not exceed 50 percent of the vessel’s building price. 

The 50-percent limitation was based on the assumption that at the 
time of enactment this ceiling would more than cover the difference in 
building prices here and abroad. In fact, when the proposed legislation 
was being discussed, the Senate Committee on Commerce quoted “all 
experts on the subject” as believing that the price difference on cargo 
ships was approximately 40 percent. By fixing a ceiling at 50 percent, 
Congress clearly intended to provide a margin of safety to insure that 
payments in all instances would equal parity. 

Some shipping authorities, however, anticipated the possibility 
that the real objective of the act might someday be frustrated by 
rising prices. Among these was the Maritime Commission which, 
shortly after the legislation was adopted, said: 

The limitation in this provision will present a real obstacle to the construction 
of new units for our merchant marine whenever foreign shipyard costs are less than 
half of ours, for in such a case it would be cheaper to build abroad rather than here, 
even after taking into consideration the maximum subsidies allowed under the act. 


WIDENING SHIPBUILDING DIFFERENTIALS 


Recent determinations by the Federal Maritime Board, as well as 
independent studies conducted by the Committee of American Steam- 
ship Lines and data submitted by individual companies, show that the 
differential between foreign and U.S. shipbuilding prices has been 
widening steadily... This ‘has been reflected in construction subsidy 


3 See “A Legislative History of Shipbuilding Subsidies Under the Merchant Marine Act, 1936,’ CASL, 
June 1959, for the historical development of shipbuilding subsidies in the United States. 

4 **Economic Survey of the American Merchant Marine,”’ Maritime Commission, November 1937. 

5 Construction subsidies are determined on the selling prices of vessels and not on shipyard building costs. 
In recent past, due to boom conditions in world shipbuilding centers brought about by the Suez crisis and 
other developments, selling prices have varied widely. However, under today’s conditions with an excess 
of world shipbuilding, both domestic and foreign selling prices have declined, but the relative difference has 
widened. Mr. Henry will explain this more fully. 
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percentages approved by Government in new ship contracts after 
comparing prices companies would pay to buy these ships in foreign 
and in U.S. shipyards. 

A brief summary of differentials recently determined by the Federal 
Maritime Board clearly illustrates this trend (calculated on low bid 
prices) : 


ees 

ifferentia 

Date of bid openings: (percent 
Cleteber BUOr~.. 4 a< con ceo nacnn So ae acho eee eat Dd ah cate ea iccanaa rote 44. 5/45. 3 
July 1958_ SF re er en oe iy ea Se gee ee SR: SOE Meghna 48. 4/48. 8 
October 1958______-~- | datetim wis tig $e ER eed. Oe A eee 49. 2 
POCONOS, 1000. <5— soon we cen eo Te ee eee ain si at Set otal 48. 3 
Mareh 1959__.__.--- . : ee neato a ale gain 50. 8 
April 1959 ees Sea J 49. 4 


June 1959.._..____- 2) CUO, JB 5 eee te 51.0 


Note.— Escalation costs may further increase the final differentials of certain of these figures so that they 
will exceed the 50-percent level. 


The actual price differentials will vary with bids and market con- 
ditions but because of certain built-in factors, we believe the spread 
will continue to increase during the next several years. In any case, 
however, current construction differentials now approximate the 50 
percent level and, in the light of this fact, the present statutory limita- 
tion is restrictive and unrealistic. 

Mr. Henry is here with me today and, at the conclusion of 
my statement, will furnish additional information on recent price 
trends and current and prospective differences between the cost of 
constructing similar vessels in the United States and in foreign yards. 

All things being equal, American operators prefer to build their 
ships in American yards. However, just as in any other business, 
American steamship companies cannot ignore the important cost factor 
involved in higher capital costs. It is clear that as foreign prices 
continue to drop, the present limitations in the 1936 act would incline 
the CASL companies to build abroad if they were not required to build 
in American yards. 

Under these circumstances we believe that simple justice calls for 
removal of the limitations in the 1936 act so as to permit American 
owners to purchase their vessels at competitive world prices and to 
remove a possible impediment to the construction of these vessels in 
American yards. 

HIGH CAPITAL COSTS 


Even without regard to possible additional capital costs imposed 
by present limitations in the 1936 act, the members of CASL are 
faced with a very difficult capital problem which stems from two 
main factors: 

1. While the ship prices have declined from their post-Suez levels, 
they are still high and it is likely that the vast majority of the 
275 vessels to be constructed by CASL members will be built at or 
above these present cost levels. Unlike their foreign competitors 
who replaced their ships during this rise and therefore have averaged 
their costs, the American owner will be faced with the burden of 
replacing vessels at this new, higher price plateau. 

2. The cost of vessels having comparable service utility is higher 
in the United States than in most foreign countries. This is due to 
a combination of factors involving higher American building stand- 
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ards, built-in defense requirements, accommodations dictated by 
American custom and practice, and possibly other factors, all of which 
result in increased costs. This disparity between our capital costs 
and those of our principal foreign competitors is already a matter of 
great concern to American shipowners. 

To illustrate the gravity of this problem, consider that today sub- 
stantial numbers of high-speed, so-called S-type vessels are being 
built by the Japanese. These ships have a cubic capacity in excess 
of 600,000 cubic feet and are capable of a service speed of around 
18 knots under fully loaded conditions. At the present time they 
sell in Japan for less than $3,700,000. 

While their passenger and crew quarters, sanitary facilities, stew- 
ard’s departments, and various details of finishing are austere com- 
pared with American standards, they are nevertheless excellent cargo 
carriers and will, in future years, be redoubtable competitors to the 
new American-flag vessels of our companies. 

Their American counterpart, built in American yards and after 
giving effect to construction subsidies, will cost the American ship- 
owner more than $5 million. While this ship will contain refinements 
and facilities somewhat superior to the Japanese-type vessel (such as 
air conditioning, more commodious crew quarters, and the like) the 
Japanese vessel also has some technical efficiencies not found in the 
American ship (such as diesel power) which may result in operating 
economies over the years. In any case, the increased cost to the 
American owner is not reflected in increased efficiency or capacity of 
the American ship over its Japanese counterpart. 

The difference in cost, amounting to about $1% million, represents 
an excess capital cost that must be recovered by the American ship- 
owner before his ship is competitively equal to the Japanese liner 
operator—in the capital sense. 

The capital disability of the American shipper is increased addi- 
tionally by debt service involved in financing this additional capital 
cost. This may be illustrated by the following oversimplified example: 


SIG INURL AUNIOO 05200 2 Oe gtr ee a ene Melon Sha SEIS $1, 250, 000 
I ie ae ic ta ga oi aan ae Fee samt ind ciara he ae eae 1 625, 000 
Capital disability of American shipowner_-_-_--------------- 1, 875, 000 


1 This represents 5 percent per annum (to cover either interest costs or loss of investment earnings) on the 
average investment over 20 years. 


The foregoing does not include any compensation to the American 
shipowner for risk or return of his economic investment in the ship. 


VESSEL RESTRICTIONS 


Government payments under title V of the act wisely were provided 
by the Congress to create and maintain an American shipbuilding 
industry in the face of lower foreign costs. These Government aids 
(whether called shipyard subsidies, cost absorptions by the United 
States, or construction differentials) have been created for purposes of 
strengthening American shipbuilding facilities. While this is true, 
the 1936 act places serious restrictions on the shipowner who buys an 
American ship as contrasted with an owner who buys a ship built in 
foreign yards. 
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Under the act, the two principal restrictions on vessels built under 
the construction subsidy provisions are: 

1. Agreement of the American shipowner to maintain his vessel 
under American-flag registry for at least 20 years. This bars transfer 
of the ship to foreign-flag operation and thereby directly affects the 
value of the vessel by limiting access to world markets. 

2. The vessel becomes subject to requisition at a price not in excess 
of depreciated construction costs. In times of inflation, this is an 
extremely serious disability which is not applicable to vessels built in 
foreign yards. 

These matters are noted here merely to emphasize that companies 
building under title V incurred serious restrictions as contrasted with 
foreign-flag owners—even without the subsidy limitations now present 
in the act. 

CONCLUSION 


CASL stands squarely in support of an adequate American ship- 
building industry and feels that this industry is necessary both to the 
domestic and foreign commerce and the defense of the United States. 

Limitations on construction-differential subsidy which require ship- 
owners to absorb part of the burden of supporting shipyards is in- 
equitable and in the long run will tend to frustrate the purposes of 
Government aid to shipyards. 

In the case of nonsubsidized operators these limitations probably 
will discourage future building completely and eliminate any possible 
hope of building and operating any such vessels under the American 
flag. In the case of companies holding operating-differential subsidy 

agreements a further widening of shipbuilding differentials, both here 
and abroad, may have serious consequences on the ability of these 
companies to progress their building program. 

The member lines of CASL are already confronted with the problems 
of replacing most of their ships at high, current shipbuilding prices. 
The burden of these high capital costs under depressed shipping condi- 
tions creates many, many problems and is receiving continuous study 
by our group. Anv factor, such as the present limitations on construc- 
tion-differential subsidy, which adds to the burden of these high 
capital costs may jeopardize the entire ship construction program. 

Parity with competing foreign-flag ships is the fair and equitable 
foundation of the 1936 act. 

At a time when American operators are facing serious problems in 
financing the high cost of replacement ships, complete parity in the 
pure hase price of ships is essential to this program. 

The bill which is before your committee, by removing restrictions on 
the payment of construction-differential subsidy, will ‘plac e American 
operators on a complete parity with their foreign competitors and 
further the interests of the shipbuilding industry. 

Accordingly, CASL fully supports and endorses the purposes of this 
bill and urges its swift enactment into law. 

Mr. Killion, through Mr. Poole, has summarized very well indeed the 
parity principle which is here involved, and I see no purpose at this 
time in reviewing it again since other witnesses will also emphasize the 
importance of the parity principle insofar as subsidy is concerned. I 
think, however, it is important to an understanding of this problem 
to the shipping industry that we do briefly discuss the trend of capital 
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costs, and the significance of these very high shipbuilding costs to the 
operating lines. 

As this committee knows, the members of CASL are committed to 
build 275 ships which will cost a total of about, somewhere between 
$4 and $434 billion. The shipbuilding commitments are part of a long- 
range operating differential subsidy program which were negotiated 
with the Federal Maritime Board, in a large part, in the relatively 
prosperous years directly following the Suez crisis. On the basis of 
the studies made at that time the program looked feasible. Since then, 
however, the international shipping climate has changed, and _ the 
earnings of shipping companies have declined very much, and the 
high capital costs of new ships are a matter of increasing importance in 
the councils of our member companies. 

At the present time there is a very marked worldwide imbalance 
between shipping capacity and cargo offerings. We are convinced 
that this imbalance will continue for a number of years because of the 
lag in scrapping of old vessels, coupled with deliveries on shipbuilding 
orders placed a number of vears ago in foreign yards, as well as our 
American yards. Most of this construction is a consequence of orders 
which were placed 1 or 2 years ago. 

Further, the U.S. export trade, as the Senator remarked at lunch 
today, has been declining sharply from the levels reached after Suez. 
The growing competition in our postwar markets aggravates the 
problem of this world situation on American-flag carriers. 

Since the end of World War II, shipbuilding prices in the world 
market have had an almost uninterrupted climb. Although prices 
have now stabilized at somewhat below the peak reached following the 
Suez crisis, it was a peak which was heightened by speculative fever, 
if you will, and while prices have declined since then, they have now 
reached a plateau which is far higher than the price ‘levels that pre- 
vailed in the early postwar years. 

The important point to us, as we get into a ship replacement pro- 
gram, is that we are commencing it at a new high-cost plateau. All of 
these things raise serious questions about the ability of our lines to 
finance the high costs of future vessel replacements, particularly if 
the costs are increased further by limitations on the payment of 
construction subsidies. 

On page 3 I have included an oversimplified table which shows thie 
effect of high current-day ship replacement costs on earnings of the 
lines. During the years 1956 and 1957 the American merchant 
marine had two of the most prosperous years in its history. During 
that period of time, as is shown by the combined financial statements 
of all of the members of CASL, they realized, respectively, $73,599,000 
in 1956, and $70,690,000 in 1957. To illustrate the impact of replace- 
ment costs on those earnings we have in effect taken the economist’s 
conventional measurement which is to estimate whether or not 
those earnings were adequate to cover the high depreciation values 
on replacement capital costs. We have estimated that the additional 
depreciation which is required to cover the new high replacement 
values by taking for this purpose four times the acquisition cost of 
the present fleet as additional depreciation. It will give you some 
idea of the magnitude of the problem. After deducting those amounts, 
we have calculated an erosion of shipping capital which in each of the 
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2 years is a substantial figure. It is more than $43 million in 1956 
and $72 million in 1957. 

Now, we know that the span of the present ship replacement 
schedule partially spreads the consequences of high depreciation and 
increased debt service costs. However, all of these conditions, which 
I have discussed, make it imperative that American companies be 
enabled to purchase their ships at prices directly related to those of 
their foreign competitors, and without any limitation on full parity. 

In the next section I should like the Senator, the chairman of this 
committee, and Mr. Engle to notice that CASL completely supports 
the maintenance of an American shipbuilding industry in the conti- 
nental United States. We can’t possibly measure the value of it, not 
only to the coastal regions, but also to the interior, and also to the 
many people that are working in many different walks of life. We 
think that the importance of a vigorous shipbuilding industry will 
become more notable in the future. 

In this day when the importance of the shipbuilding industry is 
questioned, I think it significant to note the statements of Gen. Nathan 
F. Twining, which we have quoted at the bottom of page 4, and the 
even more recent statement by the Chief of Naval Operations, where 
he says, ‘“The principles of warfare remain fixed; it is only the methods 
or weapon systems that change,” the problem is “Git there fustest 
with the mostest.”’ 

We in the merchant marine are fully in accord with it when he says, 
“We in the Navy do not envisage new principles of warfare—only the 
modern ways of executing them.” 

We believe a healthy, effective merchant fleet and shipbuilding 
industry are just as essential today as they were in the days before the 
atom bomb, or intercontinental missiles. 

In the next section we outline briefly the matter of construction 
differential subsidy, and also point out that basically these subsidies 
are intended to sustain domestic shipbuilding and do not inure to the 
benefit of the vessels’ purchasers. All they do is equalize our prices 
with those we could buy ships for in the world market. 

The 50 percent limitation section, which begins at the bottom of 
page 6, summarizes some material we have ine Juded in a ve ry detailed 
review of the legislative history of shipyard subsidies, and if it suits 
the pleasure of your committee we will be glad to file a copy of this 
extensive legislative history for the record. 

In the next section we touch upon some of the matters which are 
important in this widening differential as we have seen it. 

During the period since Suez, the differential has broadened very 
considerably. That period which was marked by exaggerated and 
high prices on the part of the foreign shipyards resulted in relatively 
low differentials. I think you can note the trend by looking at the 
top of page 8, and we have there set down the calculated differentials 
that the Federal Maritime Board has de ‘veloped over the past several 
years. We would like to emphasize, Mr. Chairman, that these latter 
differentials are estimates, and that the actual differentials for 1958 
and 1959 may be considerably above these figures so that in effect the 
going rate on the differentials has moved up to and beyond the 50 
percent level. We believe that this trend will continue during the 
next several years. Further, since the construction differentials now 

51984—60-—2 
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approximate the 50 percent level, the present statutory limitation is 
restrictive and unrealistic. 

On page 9 we call attention again to the effect of these high capital 
costs, and point out, as we have briefly evidenced before, that this is 
a major problem to the member lines of CASL itself. It is major 
because of several implications—not only are we building at this very 
high plateau, but we are faced with the competition of foreign operators 
who, even after construction subsidy, are building their vessels at a 
far, far less cost. On page 10 I have outlined briefly the importance 
of this. 

There is now being introduced by the Japanese into all American 
trades, and I believe in great numbers in the transpacific trades, 
the so-called S class ship. They are the highest class liner vessels 
being built by the Japanese for liner service to America. They are 
large ships, somewhat of the dimensions of the C-3’s, and have a 
service speed of around 18 knots under fully loaded conditions. At 
the present time they will sell in Japan for less than $3,700,000. 
They are excellent carriers. Now, the price of a comparable American 
ship in American yards, and building to American conventions, and 
committed to operating a ship with American crews, is equivalent to 
over $5 million—a vessel of comparable utility. The vessel is no 
doubt better in many respects, not as a cargo carrier. For example, 
it has more commodious crew quarters, more elaborate equipment, and 
superior cargo gear; but as a cargo carrier, which is the test in freighter 
service, the Japanese vessel is equally competitive to the American 
operator with a $5 million ship. This difference represents the 
excess capital cost which we in large measure have to bear because 
we are operating under the American flag. What we are trying to 
point out is that before we can be competitively equal with the 
Japanese liner operator we have an initial capital recovery to make. 
That is summarized at the top of page 11. This basic difference is 
further increased by the interest we have to pay in carrying that 
capital difference—or by the income we lose on this difference in price. 
We have estimated that before we are equal with the Japanese ship- 
owner in a capital sense, we have first to earn and retain $1,875,000 
before the new ship in the capital sense is competitive with the Japanese 
operator. 

Now, something which is very seldom appreciated by the people 
who are not acquainted with the 1936 act is that while construction 
subsidy is paid for the benefit of maintaining an American shipbuilding 
industry, and quite properly so, it is the \ ressel owner who incurs the 
prine ipal disabilities under title V of the act. We are evidencing that 
in this rather brief statement in order that you may have a record of 
it for the purposes of these hearings. The principal restrictions on 
vessels built under title V are, first, our agreement to maintain ships 
under the American flag registry for 20 years. This limitation on 
the right of transfers to ‘foreign flag operation, basically, inhibits the 
market value of that ship. The second restriction which is placed 
on a vessel which is built with the aid of a construction subsidy is 
that it will become subject to requisition by the United States at a 
substantially depreciated book value in time of emergency, or war, 
during inflationary periods. This is an extremely serious disability 
which is not applicable to people buying ships in foreign yards. 
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Accordingly, it is clear that companies building ships under title V 
have serious restrictions even without the subsidy limitations which 
are now present in the act. 

CASL stands squarely in support of an adequate American ship- 
building industry, and feels that this industry is necessary both to 
the domestic and foreign commerce and the defense of the United 
States. 

Limitations on construction-differential subsidy which require ship- 
owners to absorb part of the burden of supporting shipyards is in- 
equitable, and in the long run will tend to frustrate the purposes of 
Government aid to shipyards. 

In the case of nonsubsidized operators, these limitations probably 
will discourage future building completely, and eliminate any possible 
hope of building and operating any such vessels under the American 
flag. In the case of companies holding operating-differential subsidy 
agreements, a further widening of shipbuilding differentials, both here 
and abroad, may have serious consequences on the ability of these 

companies to progress in their building program. 

The member lines of CASL are already confronted with the prob- 
lems of replacing most of their ships at high current shipbuilding 
prices. The burden of these high capital costs under depressed ship- 
ping conditions creates many, many problems and is receiving con- 
tinuous study by our group. Any factor, such as the present limita- 
tions on construction-differential subsidy, which adds to the burden 
of these high capital costs, may jeopardize the entire ship construction 
program. Parity with competing foreign flag ships is the fair and 
equitable foundation of the 1936 act. 

At a time when American operators are facing serious problems in 
financing high cost of replacement ships, complete parity in the pur- 
chase price of ships is essential to this program. 

The bill which is before your committee, by removing restrictions 
on the payment of construction-differential subsidy, w ill place Amer- 
ican operators on a complete parity with their foreign competitors 
and further the interests of the shipbuilding industry. 

Accordingly, CASL fully supports and endorses the purposes of this 
bill and urges its swift enactment into law. 

Senator Macnuson. Thank you, Mr. Nemec. 

Let me ask you one question. On page 8, just for the purpose of 
the record, you say: 

Present limitations in the 1936 act would incline the CASL companies to build 
abroad if they were not required to build in American yards. 

What do you mean by that? 

Mr. Nemec. What we are trying to illustrate—we can’t, of course, 
but if we had a free choice of building here as compared with abroad, 
you just couldn’t afford to take this continuing business disability, 
purely in a business sense. 

Senator Maanuson. You also state, I don’t quite understand, you 
mean nonsubsidized operators, these limitations would discourage 
future shipbuilding completely; what limitations do you mean? 

Mr. Nemec. Limitation on construction subsidy to them. 

Senator MaGnuson. But some of the limitations to nonsubsidized 
operators don’t exist. Some limitations on this don’t exist as far as 
resale is concerned. 
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Mr. Nemec. That is correct. 

Senator MaGnuson. As far as market price is concerned? 

Mr. Nemec. Any ship which is built with the aid of a construction 
subsidy must contain, or the contract for the subsidy of that ship 
must contain the restrictions which we dealt with. 

Senator Maanuson. All right. 

Any questions? Senator Engle? 

Senator Eneie. No; I think not. That was an excellent statement. 

Senator MaGcnuson. Thank you. 

Mr. Grinstein. How is the operator hurt in view of the Board’s 
power to negotiate a contract where bids exceed 50 percent? 

Mr. Nemec. As a matter of practice, the Board never negotiated a 
contract with a shipyard when the differential has exceeded 50 percent. 
It is an odd provision. I suspect the shipbuilding industry would not 
be very pleased with putting bids under a competitive bidding situa- 
tion, and once the bids were in to have the Board depart from the 
normal bidding process and attempt to negotiate the price downward, 
but, answering vour question flatly, the Board has never atte mpted 
to negotiate a price down. 

Senator MaaGnuson. The situation hasn’t arisen until just recently, 
the last year or 16 months? 

Mr. Nemec. In those contracts, yes, and there has not been any 
attempt to reduce the shipyard’s price. 

Senator MaGnuson. So that provision hasn’t, in the past, applied? 

Mr. Nemec. Correct. 

Mr. Kituerer. The provision cannot be used to result in a con- 
struction subsidy of more than 50 percent. 

Mr. GrInsTeINn. Or less? 

(The following information was subsequently supplied for the 
record :) 

Lykes Bros. Sreamsuip Co, INc., 
New Orleans, La., December 31, 1959. 
Subject: Senate bill S. 2584. 
Mr. GERALD GRINSTEIN, 
Counsel, Senate Committee on Interstate and Foreign Commerce, 
New Senate Office Building, Washington, D.C. 

Dear Mr. Grinstein: At the conclusion of our hearings in San Francisco on 
the sbove bill, we agreed to furnish for the record certain information indicating 
the relative and growing importance of Iron Curtain countries in the competiti'e 
world shipbuilding picture and also to furnish some information as to the relative 
price levels. 

You will recall that I recited in general terms the instance of worldwide bidding 
for liner vessels intended to be constructed for the Argentine State Fleet and the 
Argentine Dodero Line. Bids on these vessels were requested by the Argentines 
from many of the major shipyards of the free world—excluding only Japan. In 
addition, bids were sought from two Yugoslavian shipyards. There is attached 
copy of a letter from Monro B. Lanier, vice chairman of the board of the Ingalls 
Shipbuilding Corp. of Pascagoula, Miss., transmitting to me information obtained 
by Ingalls on these bids. You will note from his letter of May 8, 1958, addressed 
to Mr. Morse as Maritime Administrator, that the low Yugoslavian bid was 
approximately 10 percent lower than the low free world bid proferred by the 
Danish Helsingor yard, and more than 20 percent below the prevailing level of 
other free world shipyards. 

As is often the case, following submission of these foreign bids, the Argentine 
Government began to negotiate for the placement of these ships. Various report 
first indicated that the bid would be awarded to the low Danish shipyard, and 
then possibly to the Swedish yard (Kockum’s), and then later it was stated that 
the bid was in fact made to the Ottensener yard at Hamburg, Germany, at : 
price considerably less than the original bid. 
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However, after months of speculation, the Argentine Government finally 
announced that the contracts for the vessels were in fact being awarded to Yugo- 
slavia with payment therefor to be made on a barter basis. It wes also stated 
at the time that the price was reduced somewhat from the original bid price of 
$3,676,000 per ship. 

At a time when orders for liner vessels of this type were scarce, these contracts 
were actively sought by free worid shipyards. The ability of Yugoslavia to 
obtain award of these shipbuilding contracts in the face of this redoubtable 
competition indicates to us that in future years the Iron Curtain countries will 
become a more competitive factor in world shipbuilding and in affecting pre- 
vailing prices of free world shipyards. 

There is also attached a copy of a letter dated December 18, 1959, addressed 
to me by J. W. Clark, president of Mississippi Shipping Co., Ine., New Orleans, 
La., transmitting information on certain Polish built vessels being constructed 
for use of the Brazilian Lloyd Brasileiro Line. In these cases, these ships built 
behind the Iron Curtain will be competing with both the Mississippi Shipping 
Co., Inc., and the Moore-MeCormack Lines. 

We respectfully request that this letter and the attachments be made a part 
of the record of these hearings. 

Yours very truly, 
FRANK A. NEMEC, 
Chairman, Vessel Replacement Committee, 
Committee of American Steamship Lines. 


MisstssipPI SHIPPING Co., INc., 
New Orleans, December 18, 1959. 
Mr. F. A. NEMEC, 
Vice President, Lykes Bros. Steamship Co., Inc., 
New Orleans, La. 

Dear FraNK: At the close of the hearings in San Francisco on December 3, 
which included our appearance before a subcommittee of the Senate Interstate 
and Foreign Commerce Committee, to present testimony in connection with the 
Magnuson-Butler bill (S. 2584), it was agreed with committee counsel that we 
would submit additional information concerning the construction of certain Latin 
American vessels in shipyards located in Iron Curtain countries. I had in mind, 
particularly, the construction of new vessels for the Lloyd Brasileiro Line in 
Polish shipyards, as, during a recent visit to Brazil, I was personally informed by 
the managing director of Lloyd Brasileiro, Don Jose Mareal, that he expected to 
use some of these new Polish-built vessels in the Brazil-United States trade. 

In the latest issue of the British publication, ‘The Motor Ship,’’ December 
1959, there is reference to these new vessels for Lloyd Brasileiro, with the state- 
ment that the first of these vessels is ‘‘* * * now operating in the West Europe- 
Brazil service.” 

In addition to the above, I understand that you are in possession of specific 
information related to the construction of new Argentine vessels in Yugoslav 
shipyards and it is to be expected that these vessels will be used in competition 
with Delta Line on trade route 20, and in competition with Moore-MecCormack 
Lines on trade route 1. 

In your capacity as chairman of the vessel replacement committee, CASL, 
I think it would be appropriate if you would consolidate this information and sub- 
mit same to Mr. Grinstein for the consideration of the committee. 

With very best wishes, I remain, 

Sincerely yours, 
J. W. Cuark, President. 


[From the Motor Ship, December 1959] 


A Perkins Gas TURBINE WITH MARINE APPLICATIONS 


A compact design of low-powered gas turbine is being exhibited by Perkins Gas 
Turbines, Ltd., a subsidiary of Perkins Engines, Ltd., at the National Boat Show, 
London, on December 30, 1959. This Mars 50-horsepower unit, designed by the 
Solar Aircraft Co. of California, U.S.A., is being manufactured by Perkins pri- 
marily as a pump set but will also be available as an emergency generator, air 
compressor and for ship de-icing purposes. With a basic weight of only 98 pounds 
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the output of 50 horsepower gives the turbine the excellent power weight ratio of 
almost ] :2, and it is claimed to be able to operate equally well on diesel oil, paraffin 
or low-grade petrol. There are three basic components: a single-stage centrifugal 
compressor, an elbow-type combustion chamber and a single-stage radial inward 
flow turbine. Compressor and turbine are mounted on the same shaft with seal- 
plate separation, and power output is taken from an extension of this shaft. A 
double-row ball bearing supports the shaft at the output end and a single roller 
bearing supports the compressor and turbine end. At the maximum rated output 
the rotating assembly has a speed of approximately 40,000 revolutions per min- 
ute which is reduced by the standard-fitting gearbox to 4,400 revolutions per 
minute. 
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The gearbox is of the simple spiral bevel wheel and pinion type, the}gearbox 
output shaft, therefore, lying at right angles to the turbine shaft. Accessory 
gears driven from the gearbox drive a constant-speed governor, overspeed safety 
shut-off, and fuel and lubricating oil pumps. For hand-starting, a 70:1 step-up 
assembly of sprockets and chains is used, driving through a sprag-type clutch 
on the gearbox main shaft. A magneto to provide the initial combustion spark 
is driven during the period of cranking. Electrical starting may be specified, how- 
ever, thus reducing the hand-starting time of about 20 seconds by half. 

Including the gearbox and accessories the dimensions of the Mars turbine are 
22 inches high, 17 inches wide and 24 inches long. Fitted with a fire pump 
capable of delivering 500 gallons per minute of water at 100 pounds per square 
inch pressure the weight of the whole unit is 172 pounds. An output of 30 
kilowatts is claimed for a.c. or d.c. generators which may be direct- or belt-driven 
from the gearbox and, as the motive power for rotary air compressors, up to 
200 cubic feet of air per minute at 100 pounds per square inch may be delivered. 
As the illustrations show, this is a compact unit, and beingfof atlight weight it 
should find ready marine application. 


Activiry at A Honea KonG DocKyYyarp 


The Taikoo Dockyard & Engineering Co., of Hong Kong have recently com- 
pleted the sixth Doxford-type engine in the series building for new China Naviga- 
tion Co. tonnage. Of standard Doxford diaphragm design with timed injection 
the engine will develop 4,450 brake horsepower at 115 revolutions per minute 
and has been installed in the Taikoo-built ‘‘Aweichow”’ of 6,500 tons deadweight 
eargo which was launched at Hong Kong in January. This ship and the six other 
vessels in the ‘‘K”’ class for the China Navigation Co., from Taikoo Dockyard, 
differ from the earlier ‘‘C’’ type ships on several respects but chiefly in that 
refrigerated cargo space has been arranged in No. 4’tweendeck, about 24,200 cubic 
feet being available for the carriage of frozen meat, chilled beef, and fruit and dairy 
produce. J. and E. Hall of Dartford have supplied all the Arcton 6 compressors 
and ancillary refrigerating equipment for these ships which, together with the 
insulation, were installed by the shipbuilders. 

Other work undertaken by the Taikoo Dockyard includes the installation of air 


conditioning plant in the Royal Interocean Lines vessels Tjiluwah and Tjiwangi. 
A total of 48 Comfair cabin units and a completely packaged liquid chiller were 
supplied by Bronswerk N.V., of Amsterdam, who designed the installation. The 
bulk of the work of installation was carried out during short visits while the 
vessels were at buoys in the harbor. The two ships maintained their regular 
sailing schedules throughout. 


THE INGALLS SHIPBUILDING CoRP., 
Pascagoula, Miss., December 29, 1959. 
Mr. Frank A. NEMEC, 
Senior Vice President, Lykes Bros. Steamship Co., 
New Orleans, La. 

Dear Frank: I have your letter of December 22 and, as requested, I am 
enclosing three copies of my letter of May 8, 1958 to Mr. Solon Turman, attached 
to letter of the same date to Mr. Clarence G. Morse, Administrator, Maritime 
Administration, to which is attached a tabulation of worldwide bidding, covering 
construction of liner type vessels for the Argentine merchant fleet and the Dodero 
Lines of Argentina, together with a digest of the specifications for comparative 
purposes. 

I hope soon to be in position to give you a tabulation of worldwide bidding on 
several types of merchant vessels for the Chinese Steam Navigation Co., which 
will give you the latest Japanese and European prices on dry cargo vessels of 
5,500, 10,500 and 15,000 tons deadweight. 

With kindest regards and best wishes for the New Year, I am, 

Sincerely, 
Monro B. LANIER, 
Vice Chairman of the Board. 
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THE INGALLS SHIPBUILDING CorpP., 
Pascagoula, Miss., May 8, 1958. 
Subject: European quotations on cargo vessels. 
Mr. Soton B. TurRMAN, 
President, Lykes Bros. Steamship Co., 
New Orleans, La. 

Dear Soion: I am enclosing copy of my letter of this date to Mr. Clarence G, 
Morse on the above subject. 

We were invited to bid on each of three cargo vessels of similar specifications 
to yours and Moore-McCormack with, of course, variations, for the Argentine 
merchant fleet and a duplicate invitation for the Dodero Line. We declined to 
bid in competition with Europe on seagoing vessels. We can only compete on 
towboats and vessels of that type which cannot cross the Atlantic under their 
own power. 

My letter to Mr. Morse gives the comparison of the principal characteristics 
of the Argentine specifications with yours and those of Moore-MecCormack. 

I am attaching hereto the digest of the voluminous specifications, which digest 
was made by the Maritime construction representative at Pascagoula for Mr. 
L. C. Hoffmann, Chief of Ship Construction of Maritime, who is now abroad 
studying foreign costs. I am also attaching the tabulation of bids on which 
comments are made in my letter to Mr. Morse. 

I hope that this will be of some service to you and if there is any other infor- 
mation that you desire, I will be glad to have you call upon me. 

With kindest regards, I am, 

Sincerely, 


Monro B. LANIER, 


THE INGALLS SHIPBUILDING CorpP., 
Pascagoula, Miss., May 8, 1958. 
Mr. CLarencEeE G. Morse, 
Administrator, Maritime Administration, 
Washington, D.C. 

Dear Mr. Morse: Mr. L. C. Hoffmann, before leaving for Europe, requested 
that I obtain a tabulation of the bids on each of three 10,600-ton deadweight tons 
sargo ships of the Rio class of the Argentine merchant fleet and the Dodero Line 
of Argentina. A copy of the tabulation is appended hereto, with prices expressed 
in terms of U.S. dollars, based upon the rate of exchange applicabie to the several 
foreign currencies as of April 2. 

We guve Mr. Rowell a digest of the specifications, which he has forwarded to 
Mr. Hoffmann. The following comparison with the specifications of the Moore- 
McCormack and Lykes Bros. new cargo vessels is interesting: 











Argentine Lykes Bros. Moore- 
McCormack 

Length (blueprint) ---..---.-- Ih lis co esti lashes aceasta elon ee eicnees 458 feet. 
NR Ne pe ee sn wns peacuibehansnal We Spee tio 68 feet. 
Depth to weather deck.......| 40 feet... ssenvavesencnon) Sk MMe 4 MOOnes 41 feet 6 inches, 
Draft ententhss nad inandisbeneducanscncnsocel ame mie 28 feet 6 inches. 
Shaft horsepower ____.._____-- | 8,750 (Diesel) ........-- ae Sais duviecon 11,000. 
Total deadweight ._._....__.__| 10,500 to 11,000. ____._.-._--- PROD. cv cnccccsoacasen 10,460. 
Reeter cargo. .................| 60,000 cubic feet ............. None...... -------| None. 
Complement (passengers) ----- Bs ag SE CR SD a as asiacsi tidebe ws oteigic 12. 
Special features ------- Limerdoeed Cargocaire: all holds; air con- | None__............-.-- None. 

| ditioning: public spaces, | 

| passengers and crew quar- | 

ters. 

Lifeboats and davits_...._-_- Oe eee sidwandesh Veeee Micetttelon | Welin. 
Fire extinguishing --__-_--_- | Walter Kidde ‘ nose WORE MMO. wccccass | Walter Kidde. 


Taking into consideration debits and credits in specifications, the Argentine 


vessels, if built in the United States, would probably cost more than the average 
of the low-bid prices of the Lykes and Moore-McCormack vessels, due to the 
inclusion of diesel propulsion, Cargocaire, and air conditioning of all spaces in the 


Argentine vessels. 
In the tabulation there are approximately 32 prices listed from 11 different 
European countries. 


Apparently all did not bid exactly in accordance with the 
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_ 


specifications in respect to the horsepower of the diesel engine, which is specified 
at 8,750. According to our representative, the variation was from 6,500 horse- 
power to 9,000 horsepower. The bids called for delivery in Buenos Aires and 
hence the cost of transportation of the vessels from Europe to Buenos Aires and 
the return of the crew is included in the prices quoted, which I cannot evaluate. 

In the tabulation there are a number of notations with which I am unfamiliar 
and the names of the yards are not clear. 

Each of the bids was submitted by an Argentine representative, the name being 
shown immediately following the name of the yard. This is required by the 
Argentine Government. In each case a commission is included in the bid price, 
which is generally around 5 percent of the base price. 





Country of bidder Yard Dieselengine| Price, U.S. Delivery 
dollars 

Yugoslavia.........-- ee eee i oats eee $3, 676, 000 1961-62 

Dereerk... ......-.; al Helsingor Shipy ne Sa tic mieten | 4, 080, 000 1961-62 

Yugoslavia___......-- FO OI 5 dcecnecsaieacaarcnennt eee sndarasaansaeninien Sulzer...--.-- 4, 131, 900 1961-62 





The intermediate range in the order of price is very close, as follows: 














Country of bidder Yard | Dieselengine| Price, U.S. Delivery 
| dollars | 
EE ee ae _ 

MOU Sita PRONOUN 6: scadeseses wi li a ma ae MIS ccisae $4, 670, 000 | 1959-61 

Germmnge. ..........|, Osteteeners 3 - ot... ...-.-.-- sill nai bic Oo 4, 700, 000 | 1960 
DREN. oc cadsanece Burmeister & Wain.............-.-.-- | eR a wana ‘, 730, 000 | 1960-61 
PR wauc<cahscos Chantiers Naval de la Ciatat_......._- OO) 4, 775, 000 1959-61 
ee Cantiere del Mediterranean. _________- | eae 4. 780, 000 | 1960-61 
PROMI ccscusuccauae Beehting DESO Go cdeccnudienSe | EN oc inwinend 4, 790, 000 | 1960-61 
ee Howalt Werke Hamburg________--___- | ED on ce 4, 810, 000 1960-61 
WR iabisnniwesane Forges et Chantiers de la Mediterra- eee | : 842, 000 1959-40 

nean. 

BOGE dccsncanceade Oscarshamn Stockholm. ........-..- | MAN....... | 4, 950, 000 1960-61 
Great Britain. ....... Atlantic Shipbuiiding Co.............|.2:.......... 5, 030, 000 | 1959-60 
oo BN eles WMI ass eis Si taksteto ati ies ch arc BAN....... 5, 030, 000 1959-61 
Be cdiditnatnadwe ican cece caer Me lia ee a 5, 070, 000 1962-63 


It will be noted that the higher group of bids were from Great Britain, with one 
higher bid from Holland. 

It will be observed that omitting the lowest and highest group of bids, the 
average bid of the intermediate group, covering 12 bids from yards of 10 countries, 
is less than one-half of the American bid prices on the Lykes and Moore-MceCor- 
mack vessels for each of three ships. 

If there is any further information that I can give you, please do not hesitate to 
call upon me. 

Yours very sincerely, 
Monro B. LANIER, 
Vice Chairman of the Board. 
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The ships are to be built foreign for the Administration General de la Flota 
Merchante del Estado of Argentina. 

The ships are shelter deckers, with accommodations for 12 passengers, and the 
following general characteristics: 


Pee a simcw Se tet Sa inset eas Uhr cag ee 512 feet. 

Length below Plimsoll_____- wats ‘sigaks 471 feet. 
EIN io Gem eo awe Se 

Depth at side = eee ee : ; 40 feet. 

DO ES OS | ee a a 31 feet. 

EE Dre athdeulide adda 27 feet. 

Deadweight tonnage Se elas acid esac lac 10,500 to 11,000. 
a Ee eee 

eomeres COFND................ ~ ......---. 52 cubic feet per ton. 
RNIN oe oc tccdms anaes Bash a 76 cubie feet per ton. 
Reefer cargo capacity -____- ; ee 60,000 cubic feet. 

ee me esd ee ets 29 cubic feet per ton. 
Deep tanks- -----_- ee a ee ee eee S 500 cubic meters each. 


Complement: 1 captain, 2 pilots, 2 harbor pilots, 2 radio operators, 4 mates, 
1 chief engineer, 4 assistant engineers, | electrical engineer, 6 engine gang, 1 
electrician, 1 yeoman, 2 mechanics, 8 sailors, 1 A.B., 1 carpenter, 1 boatswain, 
1 steward, 2 nurses, 1 dishwasher, 1 cook, 1 assistant cook, 1 chef, 1 head waiter, 
7 waiters, 1 sculleryman, 12 passengers, | owner (76 in crew, 13 others—total of 
89). 

The vessel to be classified by Lloyd’s Register of Shipping, L. B. 8., or Bureau 
Veritas. 

Self-propelled model test for hull lines required. 

Inclining, trim diagram, hydrostatic curves, stability curves, and cross curves 
required. 

Materials: Generally to classification society specifications and approved 
methods. 

Plans—Approval: Regulatory bodies and owner. 

Construction to classification societies’ rules. Rolled plate stern. Rudder of 
Simplex or Sebeck-xxxxx design, as determined by model basin self-propelled test. 

Weather deck hatch covers MacGregor quick-acting steel. 

Pontoons on passenger deck—wood covers below. O. T. steel covers over 
deep tanks aft. Special care to avoid structural discontinuities and compensation 
for openings. 

Heat insulation and tagging—magnesia. 

Reefer cargo, and ship’s stores. 

Reefer cargo 60,000 cubic feet granulated cork-wood sheathing—ratproofed. 
Air-cooled double duct system. 

“*Stone’”’ windows in deckhouse. One-quarter inch to 1 foot scale exhibition 
model required. 

Rigging to British Factory Act Register. 

Masts and booms ‘‘Mannesman’”’ or Union Metal. Method of calculation of 
stresses—Union Metal. Eight 5-ton, eght 8-ton, one 35-ton. 

Electric cargo winches—Clark-Chapman or Trigs-Siomons. Eight %-ton, eight 
3-ton; two 2-ton cranes. Two electric capstans—8 tons at 35 m/m. 

Steering gear: Hydroelectric—Brown or Bastie, or electric-Siemans or A. BE. G. 

Bitts and chocks: To meet Panama Canal regulations. 

Anchor, chain cables: D. Lock or equal. 

Lifeboats: Welin or equal. To suit International Convention—Electric Boat 
winches. 2 Fleming hand gear 42-person, 2 diesel 25-person. 

Davits: Fleming or similar. 2 balsa rafts, | catamaran. 

F.O. deep tanks in machinery space. 

Deep tanks—edible oil—1,000 cubic meters. 

L.C. service tanks—30 cubic meters. 

Potable water tanks—25 tons each P/B—Fr. 49-53, main deck to upper deck 
on shell. 

Wash water tanks—in D.B.—250 cubic meters. 

Double F.W. system—General service and potable water. 

Drains—Storm valves, 

Firemain—Salt water—bronze valves—galvanized pipe. 

Pneumicators. 

Walter Kidde—Carbonie acid fire extinguisher to American Underwriters— 
$.0.L.A.8. 
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Cargocaire—Cargo holds, trunk to reefer cargo deep tanks. 

Air-conditioning and heating and vent saloons, passenger area, officers’ and 
crew. 

Ventilation— Mechanical exhaust—Gailey, 8.C. 
bathrooms. 

Reefer cargo—8 electric (250/400 rpm) compressors, 3 condensers, 3 evaporators, 
3 salt water circulating pumps, 4 freon pumps—Freon-12—Hall, Carrier, York, 
Worthington. 

Ship’s stores: Meat, 10° C; fish, —12° C; ice and butter, —3° C; thaw 
room, 8° C—Hall, Carrier, York, Worthington. 

Thermometers: Brown electric to suit Bureau of Entomology U.S. 

Paint: Normal. Owner’s selection of colors. Silver Primocen—Apexior on 
shell. 

Cementing—F.S. tanks—Fore peak and aft peak for drainage. 

Accommodations: Wood panelling, furniture, and case goods throughout. 

(a) Furniture, carpets, curtains, tapestry, objects of art, silverware, china, 
crockery, glass, passengers and crew—owner’s approval. 

Passenger and officer spaces decorated by Argentinian artist. 

(b) Wood linings: Some stained and varnished; some painted. 

(c) Deck covering: Passengers and officers—Rubber tile, Semtex underlay; 
crew spaces—linoleum, Semtex underlay. 

(2d) Hospital, baths, toilets— Mosaic tile, cement underlay. 

(e) Lobbies—Wood ceilings, removable panels for access to valves, unions, 
etc. Passenger and officer area deck—rubber tile, underlay. Main deck— 
Linoleum, underlay. Galley, pantries, ete.— Mosaic tile, cement. 

(f) Painting: To owner’s approval. 

(g) Doors—Joiner, wood; outside, teak. Yale locks. Grip shields for outside 
doors. Passenger and officer tableware—German silver, silver plated, stainless 
steel blades to knives. China—Passenger and officer with lines, colors, and 
markings, marked to suit owner. 

Hospital: Normal equipment. 

Machinery: (1) One direct connected main diesel engine; (2) Four generators; 
(3) Pumps for various services, air compressors; (4) Auxiliary boiler with econo- 
mizer; (5) Air tanks starting, oil tanks, piping, silencers, etc. 

Mechanical injection, direct reversible—Burmeister and Wain—Fist—M.A.N.— 
Sulzer—with necessary auxiliaries. May use turbo superchargers of Napier or 
Brown-Baveri type. A complete plant for use of Bunker C in main engine. 
Purifiers, clarifiers, etc. 10 percent over requirements on tailshaft. Forged 
steel shafting—-Biemans Martin. 

Propeller first quality—Stone— Darlington—manganese bronze or Lips. 

Power: The power developed by the main engine shall give a service speed of 
16 knots at 80 percent normal rating. RPM between 110/114 per minute. Fuel 
rate to be figured on diesel oil 0.9 density. Calorifie value not less than 10,000 
cal/kg with not over | percent asphalt. 

Lube oil consumption not over 1.5 gr/e.v. per hour. 

Lubrication: Sight feed—Beach or equal—to owner’s approval. 

Electrically driven vertical lube oil pumps—Drysdale or Izo. 

L.O. coolers: Serek or Rose. 

L.O. filters: Double magnetic—Philips or Autoclean. 

L.O. purifiers: De Laval or Titan—4,000 lts./hr. 

Main engine circulating fresh water pumps centrifugal—electric—vertical— 
Drysdale, Worthington, Weir. One standby. 

Salt water circulating pump—electric—Drysdale, Worthington, Weir. 

Fresh water coolers: Serek. 

Two electric pumps centrifugal for main engine—one standby. Two electric 
pumps centrifugal for auxiliary engine—one standby. 

Starting air tank: Steel—13 m' capacity at 30 kg./em?. 30 starts main engine. 
For starting generators—3 bottles of 150 Its. capacity at 30 kg./em?. 

Air compressors, electric—Brother Hood or Weir—300 m? at 30 atmospheres. 

Emergency air compressor: 30 kg/cm? to fill auxiliary starting bottles in 
two hours. 

Service air compressor: 7 kg/em?. 

Diesel generators—four—Burmeister & Wain, Fiat, M.A.N., or Sulzer. 375/ 
400 rpm—8 cyl or 5 cyl (8 eyl—300/320 KW, 230V—compound wound; 5 cyl— 
185/200 KW, 230V—compound wound). Diesel oil driven. 

Emergency diesel generator—40 KW, 220V, 750 rpm—Ruston & Hornsby, 
Russel Newberry. 


, baker, hospital, individual 
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Oil purifiers—Two electric pumps—Izo. 

Vertical auxiliary boiler with economizer—Todd burner—burning diesel oil— 
Cochran or Clarkson—capacity 7 kgs/em?. 

Two electric feed pumps—one standby for auxiliary boiler. 

Hotwell tank—atmospheric condenser. 

Evaporator-distiller—Caird & Rayner or Weir—10 tons per 24 hrs. 

Waste heat boiler—main engine—La Mont, Cochran, Clarkson. Auxiliary 
motors, silencers, expansion joints. 

Ballast pump—One 250 tons per hour. Electric. Drysdale or Weir. 

General service pump—One electric. Drysdale or Weir. 20-meter head 
120 tons per hour; 60-meter head—80 tons per hour. 

Fire pump—electric. 

Fresh water and sanitary pumps—electric: Two F.W.—10 tons per hour, 50- 
meter head; two 8.W. sanitary—10 tons per hour, 50-meter head; one to be used 
as standby; two potable water pumps—electric—5 tons per hour, 45-meter head. 

Hot fresh water pump—Two electric—3 tons per hour, 10-meter head. 

Fresh water pump—electric. Drysdale or weir. 

F.O. transfer pump—electric. Ime or equal. 40 tons per hour. 

F.QO. transfer pump—electric. Ime. 10 tons—35 meter head. 

Edible oil pump—electric. 80 tons per hour, 60-meter head. 

Oil and water separator—Comyn or equal. 

Two deep tanks settlers—25/30 tons. 

Daily service tanks: (1) Main engine—13 cubic meter capacitvy—2 sections: 
(2) Auxiliary Engine—4 cubic meter capacity—2 sections; (3) Boiler—1.5 cubic 
meter capacity. 

F.O. filling —200/250 tons per hour. 

Engine room ventilation: Four axial flow fans—Axia Fan, Thermotank— 
electric motors—640 cubic meters per minute—25 meters water. 

Fire extinguishers. 

Alarms. 

Monometers. 

Thermometers and pyrometers. 

Engine telegraph and voice tubes. 

Whistle—Super Tyvfon Kockums—air electric siren. 

Insulation— Magnesia. Temp. moderate—expanded cork—fibre glass. 

Pipes and valves. 

Ladders and gratings. 

Foundations. 

Engine room cranes—7-ton, 2-ton. 

Machine shop: Normal equipment. 

Storerooms. 

Log desk. 

Instruction books—10 copies. 

Electrical 

To classification society—generator plant: two 310 KW D.C.—220/230 V; two 
195 KW D.C.—220/230 V; one emergency generator—40 IK W—220/230 V D.C, 

Two converters to A.C, 220 V—25 KW—50 cycles. 

Fluorescent lighting—20 or 40 watt. 

Alternating current: (a) Engine telegraph—50 V; (b) high-frequency antenna; 
(c) water coolers; (d) radio. 

Alternate generator plant—Siemens-Schuchert or A. E.G. 3-phase A.C,—220/380 
V—50 cycle: power circuits—380 V; fluorescent lighting—220 V; hand lamps—42 
V. Two diesei—310 KV A—220/380 V—50 cycle; two diesel—195 IK VA—220/380 
V—50 eyele; one emergency diesel—40 KV A—220/380 V—s0 evcle. 

Switchboard. 

Emergency lights. 

Walter-Kidde smoke detection. 

Ozmater for reefer and ship’s stores spaces. 

Recording thermometers for reefer cargo—Bureau of Entomology. 

Cargocaire in general cargo spaces. | 
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3- to 5-band radio 

Radio-victrola—3-speed 

Multicoupler antenna—passengers and officers. 

Radio-telephone— Marconi—250—400 watts. 

Electrical workshop. 

Complete lists of allowance items and spare parts, which appear to be about 
double the normal amount required on N.A. ships. 
Bridge deck 

Wheelhouse, chart room, radio room, two radio operators (separate rooms) (2 
staterooms, 2 radio operators), deck T. & S., two pilots (1 stateroom, 2 pilots). 


Captain's bridge 
Captain’s saloon, captain’s office, captain’s stateroom (1 stateroom, 1 captain), 


captain’s berth, doctor's stateroom and bath (1 stateroom), two harbor pilots (1 
stateroom, 2 harbor pilots). 


Officer’s bridge 

Smoking room, dining room, pantry (officers’); chief engineer’s saloon (1 chief 
engineer); Ist, 2d, 3d, and 4th mates (4 mates); electrical engineer (1 electrical 
engineer); Ist, 2d, 3d, and 4th engineers (4 assistant engineers); steward (1 
steward); 5 private T. & S, 3 interconnected T. & S. 
Passenger deck 

Lounge and bar—entrance hall; four 2-passenger staterooms, 4 baths, four 1- 
passenger staterooms, 4 baths (12 passengers); dining room—pantry; owner’s 
stateroom and bath. 


Poop house top 
Crew’s lounge, carpenter’s shop—laundry. 
Upper deck—forward 


Boatswain's stores, paint room—lamp room, windlass resistor room, storeroom, 
blacksmith shop. 
Upper deck—midship 

Officer and crew dining rooms, 3 pantries, canteen, hospital—2 nurses (1 state- 
room), 2 engine (1 stateroom), 2 engine (1 stateroom), 2 engine (1 stateroom), 
2 engine cleaners (1 stateroom). 

Crew washroom and toilet—8 sailors (4 rooms), 1 A.B. (1 room). 

Steward’s office, galley—bakery stores—1 dishwasher (1 stateroom), 1 cook and 
assistant (1 stateroom), 1 veoman and 1 electrician (1 stateroom), 2 mechanics 
(1 stateroom), 1 engineer’s office, 2 T. & S., 1 carpenter (1 stateroom), 1 electrician 
(1 stateroom), 1 boatswain (1 stateroom), 1 chef (1 stateroom), 1 head waiter 
(1 stateroom). 


Main deck 

7 waiters, 1 scullervman, 1 T. & 8. (4 staterooms). 
Recap of staterooms (27 single, 22 double) 

Bridge deck, 3 staterooms (2 single, 1 double); captain’s bridge, 3 staterooms 
(2 single, 1 double); officers’ bridge, 11 staterooms (11 single); passenger deck, 
8 staterooms (4 single, 4 double), 1 stateroom—owner (1 single); upper deck— 
midship, 19 staterooms (7 single, 12 double); main deck, 4 staterooms (4 double). 


Senator MaGgnuson. Thank you. 

Mr. Henry. 

Mr. Henry. I will do the same as Mr. Nemec. 

Senator MaGcnuson. We will put your whole statement in the 
record. 

(The statement referred to follows:) 
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STATEMENT BY J. J. HENRY, PRESIDENT, J. J. HENRY CO., INC., 
NAVAL ARCHITECTS 


AMENDMENT TO MERCHANT MARINE ACT, 1936 


SHIPBUILDING COSTS, AMERICAN AND FOREIGN 


Construction ditferential subsidy rates 

The recent history of construction differential subsidy (CDS)! rates 
granted by the Federal Maritime Board shows a significantly rising 
tendency. This is illustrated by the following table showing average 
of all CDS rates granted during recent years. 


Number of Average 

Year contracts CDS rate 

(percent) 
GY SEOs otis oc alediandnedontbgieibbdacanaeeondcuamendcimeenaiaaniee 4 43.2 
BI ss tarh an s aeeiea chess inn ola napa tained icone Sel cs ibm tied taba wid hie Sele Sam eia bate 4 43.8 
i Chbinnindh ihn hihi: than ninh daieihesdamnnbinls 6 49. 1 
ae reer ee rene arr aie hercemanmewnnenees | 3 1 50.0 








1 Statutory limit. Findings of the Federal Maritime Board show 2 of these contracts in excess of 50 per- 
cent, 


The CDS rates calculated for new dry cargo liner vessels only are 
shown on chart No.1. The rates calculated by the Federal Maritime 
Board show a generally rising tendency during the past 3 years, and 
in two recent cases exceed the statutory limit of 50 percent. As noted 
on the chart, certain of the CDS rates are tentative, since the foreign 
construction costs were estimated on a fixed price basis, whereas the 
domestic contracts were placed subject to escalation. In those cases, 
the Federal Maritime Board has estimated escalation and has fixed a 
tentative CDS rate. The final CDS rate will not be known until the 
vessels are delivered. No ships have yet been delivered under any of 
the contracts covered by the chart. 

Since fixed price U.S. bids were also quoted on these contracts, it is 
possible to examine the construction differential rates which would 
have occurred if fixed prices were used for the calculation. The re- 
sulting values are shown on chart No.2. If the U.S. shipyards’ assess- 
ment of escalation is accurate, as represented by the low-bid fixed- 
price values used in this calculation, the construction differential rates 
would be significantly higher than those calculated by the Federal 
Maritime Board. 

Further, if the owners’ independent estimates of foreign cost were 
used to calculate construction differentials, the CDS would also be 
somewhat higher than the findings of the Federal Maritime Board 
shown on chart No. 1. 

However, regardless of which method of calculation is used to ex- 
amine cost relationships, it is obvious that the construction differ- 
ential rate has increased in recent years. 

There are many complex factors and influences which can be ex- 
pected to affect domestic versus foreign shipbuilding prices in the 
future. It is our firm conviction that the price gap will continue to 
widen in the immediate future. The fundamental considerations 
which support this conclusion are covered in the following paragraphs. 


1 “Construction differential subsidy’”’ rate can be defined by the formula: 


U.S.A. Bid— Estimate of Foreign Cost X 100 
U.S.A. Bid 


%CDS= 
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Domestic versus foreign shipbuilding cost comparison 

Studies of costs in prominent foreign shipbuilding centers during 
the past 3 years have revealed consistently that Japan and Germany 
are the low cost major shipbuilding centers of the free world. There 
is every indication that these nations will continue in this position for 
the immediate future. On occasion, other nations do undersell both 
Japan and Germany.? This has been noticeable primarily in the case 
of Sweden, Denmark, and Holland and, to a lesser extent in respect 
to France and Italy. However, because of productive capacity and 
competitive production and pric ‘ing practices, I believe that the gen- 
eral world-wide price level will be established by German and Japan- 
ese shipyards in the foreseeable future. There are reasons to believe 
that the Japanese may enjoy some basic price advantage in this com- 
petition; however, it is unlikely that they will consistently sell below 
the level established by their closest competitor—Germany. Ac- 
cordingly, the bulk of this analysis is devoted to the situation in these 
two countries. 


Shipbuilding cost comparisons 


While a great deal of general knowledge pertinent to the shipbuilding 
cost differential question may be obtained from price comparisons, 
such data must be analyzed carefully. Due to the wide range in the 
quality of vessels built abroad, as well as the many other factors 
which influence prices, only limited conclusions can be drawn from 
unanalyzed price comparisons. Somewhat better indications can be 
expected from periodic pricing of essentially identical vessels, as illus- 
trated in chart No. 3. 

As a result of the CASL program, we have collected considerable 
data which permits us to make comparison of domestic and foreign 
costs. A representative current example is shown in the following 
table No. 1, which gives dollar values for major categories of ship- 
building cost items, consisting of material, labor, overhead and engi- 
neering, for a high class cargo liner vessel, for which competitive bids 
have been received in the United States, and carefully detailed esti- 
mates have been prepared in both Japan and Germany. 


TABLE 1.—Domestic versus foreign shipbuilding cost comparison, 1959 (high class 
cargo liner vessel) 








| United States 
| mmiainatai 














| Germany Japan 
oT ‘MEU Waele Ts CTT 
| Amount | Perce nt| Amount | Pe reent} Amount | Percent 
» ake of total | | of total | of total 
net —|— eenhendil eddies 
MI ta 550A ai _.....-----} $6,700, 000 000 | 52 | $4,500,000 | 75 | $4, 500, 000 75 
BE hic nwtuaon's aa | 2, 900, 000 | 22 600, 000 10 500, 000 8 
Overhead ---| 2, 600, 000 20 800, 000 | 13 900, 000 15 
Labor and overhead. | 5,500,000}  42| 1,400,000/ 23 | 1,400,000| 28 
Engineering | 800, 000 | 6 100, 000 | 2 100, 000 | 2 
Labor, overhead and engineering... | 6, 300, 000 | 48 1, 500, 000 | 25 1, 500, 000 | 25 
| - ~ - = 
TOR GEE GbBee eae | 13, 000, 000 | 100 | 6,000,000 | 100 | 6,000, 000 100 





| 
ms 
NoTe.—The above represents a typical current cost distribution of a Mariner-type vessel. To the extent 


possible, all profits both conventional and hidden have been removed from these prices so that the values 


are essentially representative of true costs. For simplification, numerical values have been rounded out 
in this table. 


? The Communist shipbuilding countries, i.e.: Poland and Yugoslavia, can and do underprice all nations 


of the free world. CDS based on these countries would range between 60 and 65 percent. Heretofore, such 
prices have not been considered by the FMB. 


51984—60- 


3 
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Table No. 2 illustrates the relationship of the dollar cost of each 
item in the foreign prices to the corresponding domestic price. 





TABLE 2.—Approzimate cost relationships 








United States| Germany | Japan 
oe is se ngeacicane ahaeage eat Ty 
INE 1 od dk cee agne ged beaseakaseeeesaasseneqansenens | 1,00 0. 67 | 0. 67 
EE ee ee ee rgae oe eee ae ee bacddee 2 5i4de% -| 1.00 | ah | 
i ld ie, Cidadine pantie pie haduiewiincinbkis nadia 1.00 31 . 35 
Labor and overhead................-. ahikastiabebedotivncnante 1.00 25 | 35 
I oe ke) al. et ntameeudeeuiweceues | 1.00 46 | 46 











Due to the depressed condition of shipbuilding markets at the 
present time, actual selling prices contain little if any profit, both here 
and abroad, and the prices shown in the tabulation are therefore 
representative of current selling prices. 

Since there are widely varying practices in respect to labor and over- 
head timekeeping and accounting methods in different yards and 
different nations values have been included in the tables for the sub- 
totals of labor and overhead costs. This combined value represents 
the major portion of the total productive effort or cost over which the 
shipbuilding industry exercises direct control. The material portion 
of the cost in large measure represents purchased items such as boilers, 
turbines, gears, heat exchangers, pumps, diesel engines, ete. 

The values shown in tables Nos. 1 and 2 are illustrated graphically 
in chart No. 4. 

Basic observations regarding cost relationships 

The overall cost picture illustrated above shows that Japan and 
Germany are capable of building identical vessels of this type at a cost 
of approximately 46 percent of U.S. cost at the present time. (The 
corresponding construction differential rate is 54 percent.) 

Historically, the wide disparity between the domestic and foreign 
prices has been due to labor costs (or labor plus overhead). Foreign 
material costs amount to approximately two-thirds of U.S. material 
costs whereas foreign labor costs are in the vicinity of one-fifth (one- 
fourth for labor plus overhead) of the corresponding domestic values. 

All other things being equal, it would be expected that material costs 
would bear a closer relationship to wages (representative of the general 
industrial wage level) earned by the laborer. However, in the case of 
basic materials such as steel and copper, which are the major material 
components in shipbuilding, world market prices have been very com- 
parable. In the case of specialized manufactured products, the 
smaller than normal differences in prices has been due primarily to the 
more advanced industrial development and to the wealth of natural 
resources of the United States. 
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DETAILED EXAMINATION OF COST RELATIONSHIPS 


Labor 
The relationship of current wage rates is shown in the following 
table. 


Wage rates plus overhead 


———— on a —— 





| | | 
|A pproxim: ate} | Comparable | kwaneutenete 


Country | wage rate |A pproxim: ite} overhead | wagerate |Approximate 
}per man-hour ratio rate |plus overhe: d| ratio 
| | per man-hour| 


Se ee ee ee 





| } | | 
| | Percent 
} 
| 


MBN BURG si snc ca phacssaccen $2.70 | 1.00 90 | $5.13 1.00 
Germany: 
amines area d...........0as - 65 | i ee Bn ~nsinisegganas decsaoa Ricwlan a a-accclaotale 
Bremen erea_7 —._..._....33... . 58 | 21 | 133 | 1.35 | . 26 
SIN ssnapbesdhsisnsetetecenas 1,45 | 17 | 180 | 1. 26 | 25 





} 


1 Rough year-round average including allowance for conventional midyear and yearend wage bonus, 


The foreign wage rates shown in the table are specific values obtained 
in connection with a very recent ship pricing program undertaken in 
Japan and Germany. 

The overhead rates are those shown to be realistic when varying 
estimating practices in respect to direct and indirect labor accounting 
methods are reduced to a common basis. 

A comparison of the historical trend of hourly earnings in the three 
countries is graphically shown in chart No. 5. It can be observed 
that there has been a diverging trend in the relationship of U.S. to 
foreign labor costs. 

From the above examination of labor rates and average hourly 
earnings, we conclude that 

(1) foreign wages are increasing at a rate essentially equal to 
or greater than in the United States; 

(2) the dollar spread in wages has been increasing; 

(3) if the trend of labor rates experienced during the past 
several vears is continued, the price of American ships will in- 
crease faster than the price of foreign ships. If would take very 
substantial increases in foreign wages to reverse this trend. 

There are many strong arguments which point to some stabilization 
of foreign wages. Labor in Japs in and Germany appears to be reason- 
ably well satisfied with the progress made since the war in improving 
their economic status. While human nature can probably be expected 
to demand ever-increasing benefits, the present oversupply of ships, 
together with the still-increasing world shipbuilding capacity, prob- 
ably will serve as a retarding factor on foreign shipbuilding wages for 
several years to come, even though the general expansion in industrial 
development should continue abroad. 
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Material costs 

As previously pointed out, about 75 percent of the total foreign 
shipbuilding costs are represented by purchased materials. The fol- 
lowing chart, printed in a recent issue of a Japanese (English language) 
newspaper, indicates the distribution of costs for Japanese-designed 
vessels being constructed under Government sponsorship: 


Materials 
33.6% 


Constitution of 


ship price for Direct expenses 
15th program 


Wages and charges 


21.3% 





Ship Prices for 15th Shipbuilding Plan 


Materials purchased include both mill products and manufactured 
components. As shown on chart No. 6, steel prices have fluctuated 
in both Germany and Japan but recently have approximated the 
U.S. prices. This condition is likely to continue in the future. It is 
even conceivable that steel prices will become lower than U.S. prices, 
as is the case in the United Kingdom. 

With respect to the finished components—propulsion machinery, 
deck winches, steering gears, etc.—the differences in price between 
U.S. and foreign manufacture varied from item to item but the 
general price level has not been widely separated from the U.S. level. 
The greater demand for such items by foreign shipbuilders has tended 
to improve manufacturing processes and skills to the extent that this 
disparity between prices of items as compared with U.S. components 
is disappearing. Further, due to this greater demand and the im- 
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proved manufacturing facilities, the influence of the much lower 
foreign labor rates should have a greater effect and the spread between 
foreign and U.S. components should increase. 

There are indications that due to a combination of factors the price 
gap between American and foreign material and component costs will 
increase rather than narrow in the foreseeable future. Some of the 
reasons for this are noted below. 

(1) Together with other wealthy nations, we have sponsored 
economic growth, including industrial development, with all nations 
of the free world. 

(2) Economic unions (i.e., the Euromart, the Outer Seven, etc.) 
have been formed among foreign countries which strengthen their 
ability to produce cheaply and to compete in international markets. 

(3) There has been a general economic awakening in foreign nations 
since the war which has been engendered by the existence of a vast 
international demand for industrial products. 

(4) It is now necessary for the United States to import vast quanti- 
ties of raw materials which were heretofore available at home in ample 
supply. 

(5) Many bombed-out foreign manufacturing plants had to be 
rebuilt completely after the war and, in the process, were provided with 
ultramodern equipment and facilities. The volume of orders obtain- 
able in recent years has encouraged improved machinery and pro- 
ductive processes. 

The effects of these developments are clearly noticeable. The 
United States has lost its dominant position in many international 
markets. In order to retain some reasonable share of these markets, 
many domestic producers have found it necessary to participate 
directly in foreign production through licensing arrangement, capital 
investments in foreign industries, construction of plants abroad, and 
consolidation with foreign manufacturers. 

There can be little doubt regarding the ability of foreign nations to 
continually improve their pricing position in competition with the 
United States. Likewise it appears that U.S. prices generally will 
continue upward. 

The gap between U.S. and foreign prices for shipbuilding materials 
and components should broaden in the foreseeable future, and the 
effect should be to increase the construction differential rate for cargo 
liner vessels built in the United States. 

There are many related economic factors which, when considered 
jointly, serve to support and strengthen the opinions expressed above. 
Several of these are covered in the following section. 


EXAMINATION OF RELATED ECONOMIC FACTORS 


World shipbuilding capacity 

The capacity of the shipyards throughout the world has been ex- 
panding at a rapid rate during the past Tew years. Between January 
1, 1956, and December 31, 1958, this physical capacity has increased 
by 23 percent. By the end of 1961, if presently underway or an- 
nounced expansion programs are completed, the capacity will have 
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been expanded by another 13 percent, as is shown in the following 


table: 
TABLE 3.—World shipbuilding capacity, oceangoing vessels 


[In thousand gross tons] 


| 
Percent 





Percent 

Area 1956 1957 1958 increase, 1961 increase 

| 1956-58 1958-61 
NR ah ck abbiesedes 1, 068 1, 235 1, 411 | 33 1, 550 | 10 
PGTGNWONS TOTODS... ...2cccccdeccccnnccas 2, 038 2, 222 2, 483 22 3, 000 21 
ee eee 1, 918 1, 997 2, 100 | 10 2, 350 12 
NO oe. .wcnddedodsceshdudaeoen 732 77 856 17 950 11 
United States and Canada.-.............-- 750 750 820 9 850 4 
I Sg ok el 2, 077 2, 521 |») 2682 ” 39 3, 250 13 
Mee sett de ee oe 8, 583 9, 498 8 | ~ 10, 552 & 23 | ll, 950 | 13 

| | 


Source: Westinform Shipping Report No. 122. 


In 1960, there will be a radical drop in foreign shipyard utilization 
due to a reduced backlog of orders 

The United States had only about 7! ; percent of the world capacity 
at the end of 1958. The expansion in the United States is at a much 
slower rate than has been experienced in other areas of the world. 

Throughout the world at the end of 1958 there were approximately 
760 construction berths capable of handling vessels over 300 feet in 
length. Of these, 145 could handle vessels over 650 feet long. By 
this yardstick, the U.S. relationship is more favorable—our country 
has about 11 percent of the total berths and 13 percent of the berths 
over 650 feet long. However, it is estimated that by 1961 these 
relationships will change to about 8 and 12 percent, respectively. 
Shipyard facility improvements 

In Germany, Scandinavia, and Japan shipyards have been modern- 
ized and production facilities improved at a very rapid rate during 
recent years. In most cases this improvement has resulted in im- 
provement of yard tacilition and has not involved the adding of new 
building berths. We have seen also the same type of improvements 
being made in this country; but not to the same degree as in foreign 
nations. 

New ideas and equipment have been introduced into shipbuilding 
techniques. Improved steel fabrication techniques have lowered the 
required man-hours per ton of steel fabricated. Larger cranes, lifting 
up to 100 ton or larger hull sections have made it possible to fabricate 
more of the ship’s hull away from the overcrowded building berths. 
Some foreign shipyards are now installing production line ‘methods 
for the complete ship. The Germans have led the w ay in introducing 
new ideas and techniques into shipbuilding methods, i.e., optic: al 
layout and cutting. Their methods are being copied worldwide. 

The entire basis for this expansion in foreign countries has been 
caused by the availability of orders at a price that would allow for 
capital investments and by governments that fostered the ship- 
building activity as part of the national industrial effort. 

In the early 1950’s Japan and Germany were just getting back into 
the shipbuilding field. In 19: 50 Japan launched 10 percent of the 
world tonnage while Germany’s share was less than 5 percent. In 
1958 this relationship to world output became 22 percent for Japan 
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and 15 percent for Germany. In 1950 the United States launched 
approximately 12 percent of the ships launched in the world. This 
relationship dropped to 8 percent in 1958. The relationship of ships 
built for export by each country is shown below: 


[Percent] 


1950 1958 
RON Ss Os tS tl oe a ee A es oe ee ee 5 28 
NIN a ch tS Ot reais A Ra Ral hn ey ne cai a ee 1 19 
United Kingdom_--_-___-_--_- edie acd antares gh ae ae ee ao 8 
TEP UUO NE es UNI i se eee eee 20 8 


In the foreseeable future worldwide shipbuilding berths available 
for liner construction will increase with a resultant lowering of prices. 
Improvement in labor skills 

As can be noted from the previous analysis, the expansion of foreign 
shipbuilding ” been rapid in the two most competitive countries— 
Germany and Japan. This has involved the training of large work 
forces. In the early 1950’s the employment per ton of steel fabricated 
was very high. As the workers learned their skills—welding, fabri- 
cating, assembling, ete.—these hours dropped radically. Today, 
these workers are as efficient as U.S. workers. 

As an indication of this improvement involving skills and facilities, 
the Nagasaki shipyard of Mitsubishi Shipbuilding & Engineering, 
Japan, has improved the hull building efficiency for an 11,800 dead- 
weight-ton cargo ship by 20 percent between the beginning of 1956 
and. early 1959. Similar increases in efficiency have been “noted in 
other shipyards both in Japan and Germany. 

Immediately following World War II the shipbuilding supporting 
industries in Japan and Germany were small and inefficient. Now 
both countries have highly developed supporting industries. On the 
early ships built in these countries, most of the machinery components 
were imported from the United States or United Kingdom. Now 
they produce their own machinery equipment at a lower cost than can 
be obtained in the United States. 

U.S. ship-price trends 

As shown in chart No. 3 the price of new Mariner-type ships has 
dropped about 10 percent in the past 2 years. This drop has been 
due to competitive conditions in our domestic industry in order to 
obtain the much needed and scarce work. Further, it can be seen that 
the drop has occurred even though labor and steel prices have gone up. 

U.S. shipbuilding prices did not rise during and after the Suez crisis 
in the speculative manner as did the prices in foreign countries. ‘The 
principal reasons for this are: (1) On Government work, the accounts 
are audited; (2) the building capacity was not overbooked so the ship- 
builders were still trying to get more work; (3) shipyards bid on many 
orders with the low bidder getting the work—no negotiating period; 
and (4) the American yards’ prices were already the highest in the 
world. 

It is not likely there is much leeway left in U.S. bids for further 
reduction. If material and labor costs rise still further, the ship- 
builders will have to raise their bid figures or make some cost absorp- 
tions. While the competitive situation may even result in lower 
prices in the near future, starting from today’s figures, on a long-term 
basis there is only one way for U.S. ship prices to go—and that is up. 
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Future shipbuilding orders 

The present slump in ocean cargoes has created an oversupply of 
ships with a resultant sharp drop in freight rates. As of October 16, 
1959, the laid-up tonnage of ships was: 


Type Number Gross tons 
Dry cargo vessels___- ; : 852 4, 686, 978 
Tankers. = 7 464 4, 745, 973 
| ‘ ; : 1, 316 9, 432, 951 


This is the highest to date except for May and June 1959 which were 
slightly higher. There has been a slight improvement in the utiliza- 
tion of dry cargo ships. The peak of unemployment of these latter 
ships was reached in June 1959 with 1,004 ships laid up. 

This slump in ocean transportation has also increased the tonnage 
of vessels going to shipbreakers. Starting in mid-1957, the number 
of ships being sold for scrap increased at a rapid rate with old and 
inefficient ships being removed from the world fleets. 

Even with the scrapping of old tonnage there is still a large surplus 
of ships. Most shipping interests believe that this condition will 
continue for several years. However, owners with substantial finan- 
cial backing are still ordering ships when and where they can make 
a favorable contract. A 44,000-deadweight-ton tanker was recently 
ordered in Germany at a cost of $124 per deadweight ton by an 
American-controlled firm. This same ship, if contracted for in 1957 
at the peak of the post-Suez crisis, would have cost between $200 and 
$225 per deadweight ton. In another case, a German shipyard has 
offered to construct a sister ship to one ordered in 1956 which cost 
about $3,643,000 for about $2,833,000 now. This is a 22-percent 
reduction in cost to the owner. These two cases illustrate the point 
that foreign owners can get and are taking advantage of the current 
low shipbuilding prices. 

Between March and October 1959 there were 20 ships with a dead- 
weight of 265,840 tons ordered by foreign companies in Japan with an 
estimated value of $68,110,000. During the same period, contracts 
for nine vessels of 314,200 deadweight tons and a value of $60,854,000 
were canceled. 

Order books are unstable in Japan and also other countries. Con- 
tracts have been delayed, type and number of ships changed, ete. 
Therefore, it is next to impossible to give an accurate assessment of 
the order backlog in any country. Various figures are quoted. 
They indicate that deliveries in 1959 will be high but not as sub- 
stantial as in 1958. After 1959, the workload drops off rapidly. 
This is what is causing the great concern in foreign shipbuilding circles. 

As of January 1, 1959, the order backlog in several of the leading 
shipbuilding countries as compared to January 1, 1958, was: 


1959 1958 
Country 4 
Number Gross tons Number Gross tons 
Great Britain _. -- : 442 5, 372, 706 616 | 6, 759, 295 
Germany ; 358 4, 192, 755 517 5, 425, 235 
Japan ; ; 199 3, 784, 110 206 5, 079, 780 
Sweden ; 196 3, O78, 920 250 3, 758, S85 
United States. a 75 1, 536, 300 93 2, 172, 412 
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While there have been some new orders and there have been many 
cancellations, it is not believed that there has been a gain in order 
backlog in any country, rather there has been a sharp decrease. From 
this tabulation and comparison with table No. 3, the critical nature 
of the shipbuilding industry in most foreign countries is easily seen. 

New orders are scarce. Owners are negotiating with shipyards for 
good ships at extremely low costs, and in my opinion foreign prices 
will decrease further. 

Cost relationships 

The U.S.-flag operator is faced with competition that is impossible 
to meet on an equal footing when the quality—thus the capital cost— 
of his ships is considered. “His competitor is carrying cargoes on ships 
that cost considerably less, even with construction subsidy. The rela- 
tionship of capital investment per ton-mile of cargo carried is approx- 
imately as follows: 

Capital investment per ton-mile 





Dead- Horse- | Dollars per 
Owner weight power Speed Cost | ton-mile 

tons 
Hansa Line deiio’ 12, 000 11, 000 17.5 | $3, 452, 000 $16. 42 
Nippon Yusen Kaisha (Japan) aan 11, 700 12, 000 18.0 3, 850, 000 18. 25 
American Mail 5; awe 14, 925 17, 500 20.0 50, 000 20. 60 
Pacific Far East...............- ‘eats 14, 020 | 17, 500 20.8 000 | 23. 50 
American Export ; .| 13, 065 10, 600 18.5 , 555, 000 23. 00 
Lykes Bros ae a : a 11, 340 9, 000 17.5 | 50, 000 | 25. 40 
Moore-McCormack - - - - ; ee 12, 381 | 11, 000 18.0 | 50, 000 | 23. 60 
Pitesiesinn. .......<<s«s 7 : 5 13, 065 | 10, 600 | 18.0 , 000 | 21. 20 


These figures show that the U.S.-flag operator, when using the 
Maritime Administration’s allowed foreign construction cost and with- 
out providing for escalation, is at a serious disadvantage in meeting 
foreign competition. 

These foreign = serve the shipper just as well as do the U.S. 
ships—they deliver argoes in good condition on schedule. This 
difference is only hie ‘due to the higher quality required in a U.S. 
ship. In any of the above cases where the Maritime Administration’s 
foreign cost exceeds the 50 percent subsidy level, the owner is further 
penalized. 

The qualities required in American ships are not all due to owner’s 
preference. The U.S. Coast Guard, Maritime Administration, sea- 
men’s unions, Federal regulations, ete., all add qualities that are 
expensive and are not required in many foreign-flag vessels. 

An example of the type of ships competing with U.S. liners on major 
trade routes is illustrated in the reproduction of two pages from a 
Japanese shipyard bulletin attached at the end of this testimony. 
These ships, built under the yearly Japanese shipbuilding programs, 
were contracted for at the following prices: 

Fiseal 1957, 13th program _ $4, 875, 000 
Fiseal 1958, 14th program Paice _ 3, 585, 000 
Fiscal 1959, 15th program a : _ 8, 530, 000 

These vessels are roughly comparable to U.S. vessels costing $10 

million or more. 
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CONCLUSIONS 


Based on my many years of experience in shipbuilding and extensive 
studies of shipbuilding costs both here and abroad, I feel that the 
costs of ships being built abroad have definitely dropped below 50 
percent of the U.S. cost. Further, in the future this spread in prices 
will continue to widen. This may not be true in all cases but will be 
in the majority of instances. Basically, this disparity in costs, if the 
50 percent CDS ceiling is maintained, will make the position of the 
U.S. shipowner more acute and will reduce his opportunity for survival. 


CHART 1 


CONSTRUCTION DIFFERENTIAL RATES 


Calculated by Maritime Administration 
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CHART 2 





CONSTRUCTION DIFFERENTIAL RATES 


Comparing similar prices 





In this analysis, uncertainties regarding future escalation 
are eliminated by comparing: 
U.S. adjusted price vs. foreign adjusted price, or 
U.S. fixed price vs. foreign fixed price, 
as appropriate. 


(Using MARAD estimated foreign prices) 





55 
| i 
| 53.9 
| | 
| | 
| 
52.2 
52.0 
50.8 50.3 
Statutory Limit 4 
50 
nm 
' 
: | 
wy 
a 
ro 
na 
| 
oO 
| | 
45.2 45.3 | | | ta 
| a 
4 a 
3 44.5 | 9 “ | a 
~ 
8 | & oe = | & 
h | ~ a = \ « 
) 9 a. = (ay 
oOo } 2 a | 
oO s a S ; 9 
a . & ehla 
n ~ 
° o 6 | o i a | 3 
fe 2 & |i] x 5 a o | 8 
9 » g || 3 § = Bo 4 —f 
= oe a fetowinigiicaeves 
1957 1958 1959 





AMENDMENT TO MERCHANT MARINE ACT, 1936 





| 


CuHartT 3 


DELIVERED PRICE INDEX VALUE 


Germany -13,200 DWT 6000 BHP Freighter 
Japan -15,000 DWT 6400 BHP Freighter 
USA -Mariner type ship 

MARAD -Shipbuilding Cost index - U.S. 
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Six Swift Sisters 
of Hitachi’s Birth 





With their new flags flying high on the mastheads, two Hitachi's 
built fast cargo liners have left our shipyard for New York on their maiden 
voyage. 

The one was the 12,701-dwt YAMATAKA MARU which was com 
pleted on August 8 this year at the Sakurajima Shipyard for the 
Yamashita Steamship Company Limited, and the other was the 12,650 
dwt SHIGAHARU MARU bui!t at the Innoshima Shipyard and deliver 
ed to the Shin-nihon Steamship Company Limited on August 28 

Both of them are of the same type and each has been installed with 
the Hitachi B&W 1074-VTBF-160 Diesel Engine as its main engine 
which can develop about 21 knots at full speed. We have been build 
ing fast cargo liners installed with our Hitachi B&W Diesel Engines with 
maximum speed of over 20 knots and these two were the fifth and sixth 
ones of these types already completed at our shipyards. 








A 12,500 BHP diesel engine nearing 


completion 





Interior of engine room 





PRINCIPAL PARTICULARS 


Length {over all) 156.55 m. 
Length (b.p.) 145.00 m. 
Breadth (moulded) 19.60 m. 
Depth (moulded) 12,40 m. 
Designed Lood Draught (moulded) 9.28 m. 
Deadweight 12,650 K.T, 
Gross Tonnage about 9,300 T 
Cargo Capacity (bale) about 17,200 cub. m. 
Maine Engine HITACHI B&W Diesel Engine (Turbo-charged) 

1074-VTBF.160 type 1 set 
Continvous full output 12,500 8. H. P. 
Speed (trial) 20.5 knots 
Classification NK: NS* & MNS* 
Ship Type Fiush Decker with Forecastle 
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Farewell to the shipyard! 





View of saloon interior of navigation bridge 
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Senator Magnuson. I think probably we could help a little bit 
here by asking—I know one question I would like to ask, and you 
could point out to me the details of the situation that I am concerned 
with. 

[ was always under the impression, right or wrong, that foreign 
costs had been rising in the past 6 years, ship for ship; would that be 
a correct statement? 

Mr. Henry. Foreign costs rose at a very rapid rate, but have been 
very drastically falling over the last 2 years. 

Senator MaGnuson. Just speaking generally, would that be because 
the competition, I mean the fact that foreign yards are not getting 
as much building as they had during the peak period, and, there fore, 
the competition—-that they are quoting at cheaper prices? 

Mr. Henry. Right. 

There has been a tremendous expansion in foreign shipyard facili- 
ties, and a very serious drop-off of orders. 

Senator MacGnuson. So they are quoting prices that would be 
lower than a previous price 3 or 4 years ago? 

Mr. Henry. That is right. 

Senator MaGnuson. Our costs at the same time haven’t changed 
much? As a matter of fact, they may have gone up? 

Mr. Henry. Our basic costs have been going up. 

Senator Maanuson. Causing the greater spread? 

Mr. Henry. Right. I think this first chart 

Senator Macnuson. You can go on. 

Now, what costs are the Maritime Board now using, the Dutch, 
Holland costs? 

Mr. Nemec. Japanese, basically. 

Senator Maanuson. The Japanese costs are now what you say 
they are basically using? 

Mr. Nemec. Correct. 

| think you will be interested in the charts. 

Mr. Henry. As you can see from the chart, there has been a 
steadily rising construction-differential percentage, or subsidy rate, 
which, expressed in another way, has been widening the difference 
in the cost of building a similar ship, foreign versus here. 

The first group of blue bars represent the 1957 awards for Moore 
McCormack, Lykes, and Export. They have the approximate per- 
centage rate of 45 percent. The second group in 1958 included 
Lykes, Moore McCormack, and Export, again. Here you see the 
subsidy rate has raised to 48 or 49 percent. The third group blue, 
are the 1959 awards of Mississippi, American Mail, and Pacific 
Far East. All three of these have reached at least 50 percent and have 
exceeded it in two of the three cases. On the right chart, another 
point is illustrated by the fact that the Maritime Administration 
makes the subsidy determinations on the basis of an adjusted price 
with the Maritime estimate of what the escalation will actually be. 
Now, the first three groups, again, 1957, were done on this basis, and 
at that time foreign shipyards were also taking primarily escalated 
contracts. The second group in 1958 occurred at the time when 
foreign shipyards had already started changing over to fixed-price 
contracts at the demand of the purchaser. In 1959, the foreign 
shipyard would be taking fixed-price contracts almost exclusively, 
again at the demand of the purchaser. 
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Senator Macnuson. What do you mean by “‘fixed price’’? 

Mr. Henry. The contract price would be fixed and determined at 
the signing of the contract. 

Now, by comparison, the adjusted-price contract would fix the final 
delivered price for the ship on the current basic price, subject to an 
increase in price for raising wages or material costs. 

Senator Macnuson. Is that where the escalation clauses come in? 

Mr. Henry. Yes. 

Senator Magnuson. Doesn’t it escalate downward? 

Mr. Henry. Not recently. 

Senator Magnuson. What you say, by the charts, is that the 
foreign yards are now—in the last year or 16 months, are using a fixed 
price? 

Mr. Henry. Right; and also the chart shows, you will notice the 
red and blue are quite similar except the red is showing a regular 
penetration of the 50-percent subsidy rate. The red actually shows 
what the comparison of the fixed price, American bid, would be to 
the fixed price, foreign bid, instead of the adjusted price, with the 
Maritime estimate of what the delivered price of the ship would be 2 
or 3 years from now. 

Mr. Nemec. The figures which you see in blue, at least five or six 
of them, in the last 6 years, are purely estimated differentials. They 
included the Maritime’s estimate of the delivered price of that ship. 
We have good reason to believe, however, that those estimates are 
low; so, in effect, the rates are not as they are portrayed, but will be 
substantially higher when those delivered costs are in. Finally, we 
have good reason to believe, in 1959, in the case of Lykes and Moore 
McCormack, that both of the differentials will exceed 50 percent 
when the ships are delivered, and in both of those cases, at least in 
the case of Lykes, we believe that the fixed-price contract will be 
very close to the actual adjusted price contract plus esvalation—after 
the ship is finally delivered. That is the way the final costs will 
come out, and, in order to give some value to that, to show how the 
shipbuilders have thought the escalation might run, the red figures 
are included which give their idea of escalation by including that 
factor in their fixed-price contract. So, it is merely to point out, 
basically, the Maritime’s guess as to what the escalation and the 
differential may be are probably on the low side and subject to some 
upward revision. 

Senator Maanuson. Why is that only in 1958 and 1959? 

Mr. Nemec. In the earlier year, both of them were on the adjusted 
form; in other words, both here and abroad contracts were being 
awarded subject to escalation, and the assumption is that escalation 
will move the same on both sides. 

Senator MaGnuson. But in the last 2 years it hasn’t, and is that 
the reason for the lowering of their prices? 

Mr. Henry. The other thing is the complete lack of orders in the 
last year or two. 

Senator Magnuson. Our costs haven’t gone up much? 

Mr. Henry. The red was the shipyards’ prediction, but the blue 
is our prediction. The final answer will not be in until the ship is 
delivered. There is reason to believe that the Maritime’s prediction 
was on the low side. 
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Senator MaGnuson. You have got costs running there from 1957. 
You’ve got 8 percent—in some cases haven’t you an 8- or 9-percent 
difference? What I am trying to get at is the c ost: is there a differen- 
tial because the foreign yards have’ lowered prices 8 percent in 2 years, 
or have we gone up in 2 years? 

Mr. Nemec. I think the question is this: Since 1957, what has 
been the primary reason for the increase in differentials? The 
answer is foreign prices have come down greatly. 

Senator MaGcnuson. Come down. I don’t want the record to 
show our shipbuilding costs since 1957 have gone up that much. 

Mr. Nemec. I think this will clear up the point. You can see 
the peak that Suez brought about. This is an index figure that 
Mr. Henry will explain, but it is relative in effect to the base line 
which is used at the beginning of 1955, and it shows what the trends 
in world shipping prices have been. 

Mr. Henry. This chart takes a specific type of ship. In Germany 
it is 13,000 deadweight, 6,000 brake horsepower freighter. In Japan, 
15,000 deadweight. In the United States we have taken the Mariner- 
type ship, and for the curve shown there is an actual shipbuilding cost 
which is the Maritime’s index of rising costs, which as you can see is 
very nominal compared to the excessive rise in prices in Germany and 
Japan i in the period from 1955 to 1956 and early 1957. 

Senator Magnuson. That shows what we are talking about—that 
the fluctuation of American prices is nowhere as great as the fluctuation 
of foreign prices? 

Mr. Henry. As you can see, this results in a very much wider differ- 
ence in costs now between the United States and the foreign countries, 
which is primarily due to the reduction in costs abroad. 

Senator Encite. Why does Export Lines’ calculated rate in 1958 
stay the same in both charts, 48.3, whereas, all other of those six in 
1958 and 1959 show a significant rise? 

Mr. Nemec. That was the only contract in that entire period that 
was awarded to a domestic yard on a fixed-price contract. The 
differential is fixed. That differential is an absolute one because the 
delivered price of that ship is in already. It is a fixed-price contract 
on the American side that went to one of your west coast yards. 

Senator Encie. Am I correct in the assumption that these values 
indicated in red, which is the construction differential rates as the 
shipbuilding industry estimated them, if they turn out that way the 
company will have to reach down in its pocket and put up that 3.9 
in one instance, or 0.8 in another of the extra cost? 

Mr. Henry. That is correct. 

Senator Maanuson. Well, now, our prices dropped there, too, 
since 1957. About what is it, 10 percent? 

Mr. Henry. Slightly less than 10 percent. 

Mr. Kitierer. That shows that was the differential in 1955—45 
percent, approximately? 

Mr. Poor. The measure of increased differential between foreign 
and the United States is shown at the end. In 1959, it was that much 
greater than it was in 1955. 

Senator Magnuson. It could be possible—I don’t think it will—it 
could be possible that the Government could pay even less in ship 
construction subsidy dollars which is under a higher percentage. 

Mr. Nemec. That is absolutely correct. 
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Senator Maanuson. Were these fluctuations that go on? 

Mr. Nemec. If both sets move down, that is correct. 

Senator Maanuson. Which makes the percentage limitation a 
little bit antiquated at present-day markets. It fluctuates much 
more than in 1936? 

Mr. Henry. It is our position that this gap will further widen. 

Senator Macnuson. On page 4—it’s also a common question— 
what part do labor costs play in foreign shipyards in relation to the 
cost of the ship? Is it cheap labor? 

Mr. Henry. Yes, the cheap labor; cheaper labor is the primary 
reason in the difference in the costs. If you look at this table——— 

Senator Macnuson. Because I would think that fluctuations in 
the material are narrower. Some of the material is pretty much the 
same cost all over. 

Mr. Nemec. The mill materials, the steel plate, are basically the 
same. That would include nonferrous, as well as ferrous metals. 
However, in other manufactured and purchase items in which labor 
is an important factor, there is a substantial difference in cost. If you 
look at table No. 1 and look at the column under United States, you 
see an analysis of the Mariner-type vessel. In other words, this is not 
any specific ship contracted for, but general vessels of the Mariner 
type. We have given an approximate allocation of dollars ‘n round 
numbers to the total cost of the ship, and the material under United 
States is 52 percent. The labor is 22 percent. The overhead is 20 
percent. Now, a good share of overhead is also labor. 

Senator MaGnuson. Yes; and engineering is labor. I think we 
could get this quicker when you add up labor, overhead and engineer- 
ing. This runs about 48 percent of our ship. 

Mr. Henry. Correct. 

Senator Maanuson. The material runs 52 percent, whereas in 
Germany the material runs 75 percent, and what we would say, 
generally labor runs 25 percent, and about the same in Japan. So, 
therefore, we are talking about what the difference in the labor would 
be in this particular case, about one-fourth the cost of the ship. 

Mr. Henry. That is right. 

Mr. Nemec. That would be in general terms, again, of shipyard 
labor. 

Mr. Henry. Page 5, you see the approximate cost relationships 
between the United States, Germany, and Japan, in other words, the 
material cost of this specific ship. The German and Japanese material 
costs are two-thirds of our cost of material in that ship. However, 
the labor and overhead again are one-quarter our labor and overhead 
costs. Now, this is also illustrated a little more by the chart on page 7 
There you will see the approximate wage rates, per man-hour, in the 
United States, Germany, and Japan; and the comparable overhead 
rates, and the approximate wage rate plus overhead per man-hour, 
and, again, you will see that this is 4 to 1 of the United States over 
either Germany or Japan. 

Senator MaGnuson. What do you mean by ‘‘overhead’’? 

Mr. Henry. Overhead, again, is labor. Overhead is primarily 
labor. It also includes: 

Senator Magnuson. Generally speaking, it runs about 4 to 1? 

Mr. Henry. Yes; on this chart. 
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Senator Magnuson. I don’t suppose you have this in here. [ am 
patriotic. I try to be. Is the productivity 4 to 1? 

Mr. Henry. No. As far as we can determine, the productivity is 
not greatly different than equal. 

Senator MaGnuson. You think it is equal in foreign yards? 

Mr. Henry. It is closer to being equal than anything else. 

Mr. Nemec. Productivity between American yards and foreign 
yards is about equal. I got this information last year from a tour of 
shipyards in Europe and Japan. The figures were about the same. 

Senator MaGnuson. The last time I saw the Japanese yards they 
were employing twice as much labor to do the same job that we were 
doing because of their lack of automation machinery, or hardware, or 
they didn’t want it because the labor was cheaper. In other words, 
they took two fellows to produce what one of our fellows would 
produce. 

Mr. Nemec. The situation is different today. The Japanese and 
German yards’ physical plant layout, automation, if you will, are as 
good or better than our American yards. For example, we found a 
substantial number of yards in both Germany and Japan that use an 
electronic cutting device for cutting plates. At that time it was not 
yet installed in American yards. In using this device they would 
predraw all of the cut plates they would need. That eliminated the 
mold loft, and hand cutting in the yards. In addition, they have all 
kinds of magnetic tools for helping them lift the plates in the yard. 
They have tremendous cutting sheds; they have welding facilities 
which are the equal of any in the world. The covered welding facili- 
ties of the Mitsubishi-Nagasaki yard are as good as any in the world. 
It is large. It is tremendous. They have gone into prefabrication. 
They are not competing with the United States, but they are com- 
peting against each other, and getting ready for an all-out price war. 
Shipbuilding is important to them. 

Senator Maanuson. In other words, they are getting a lot of these 
things. Probably this has happened in this time you are talking 
about? 

Mr. Nemec. Yes. 

Senator Maanuson. They would employ two or three and four 
times more men. They would be going up gangplanks like a series of 
ants. 

Mr. Henry. That was the case 2, 3, 4 years ago, but it has changed 
completely. It is possible that there would be just a few more men 
in Japan, and quite possibly there would be a few less men in Germany 
than we would employ. 

Mr. Nemec. The Swedish yards are the most efficient in the world, 
and they operate on the most efficient basis. 

Senator Magnuson. Being named ‘‘Magnuson,” I wouldn’t deny 
that. 

I have heard that the wage scales in these countries are moving 
upward. Is that correct? 

Mr. Henry. That is correct. We have a chart that will illustrate 
that. 

Senator MaGnuson. I am speaking of shipyard. workers. 

Mr. Henry. Yes, the bottom two lines are Japan and Germany, 
and the upper one is the United States. That is percentagewise, 
the increase in Japan has been quite drastic; in other words, when you 
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move from 20 cents an hour to 40 cents an hour, you increase 100 
percent. In Germany, not quite so drastic, showing an increase 
there of from 45 cents to possibly 70 cents, 65 cents. However, if you 
notice, while the percentage in the United States hasn’t gone up quite 
that much in this same interval of time from 1951 to 1959, there is 
still a widening of the curve and the actual dollar difference between 
the two is still greater than it was at that time. 

Senator Maanuson. In other words, even though they are raising 
their wages, they will never quite catch up with us? 

Mr. Henry. Right. The net effeet——— 

Senator MaGnuson. The net result would be better for all these 
workers? 

Mr. Henry. Yes. The net effect will be, again, to show a wider 
difference in costs between building a ship in this country and building 
it abroad. 

Mr. Nemec. The U.S. rate increased by 53 cents more per hour than 
it did in Germany. 

Senator Maanuson. Even though our percentage would be much 
smaller against the total? 

Mr. Nemec. Ours was an absolute increase of 53 cents more than 
theirs. The increase per hour was about as much as a German gets 
per hour of work. 

Senator Maansuon. You have got steel prices there. Germany 
looks like it is under the United States. 

Mr. Henry. Correct. 

Senator MaGnuson. Do they import any of our steel for shipbuild- 
ing—any European shipbuilding outfit? 

Mr. Nemec. Last year a quantity went into the Hamburg area. 

Senator Maanuson. Where do the Scandinavian countries get 
their steel? 

Mr. Henry. From their own mills, or largely from England; and 
I think now from Germany. Actually, there has been very little 
importing of U.S. steel for shipbuilding over the last couple of years. 
Japan makes all its own steel. 

Senator MaGnuson. We export no steel to them, or it would be 
negligible? 

Mr. Henry. It would be negligible. 

Senator MaGnuson. In other words, we export very little steel for 
shipbuilding anywhere in the world; whereas, when this started, they 
practically had to rely on the United States for a great deal of their 
steel; and, of course, that cost would be the same or more than it 
costs the United States? 

Mr. Henry. More than it costs the United States. 

Historically, the steel price is one place where we have been able 
to have an even break with foreign countries up until recently. You 
can see from the curves there: We have a steadily rising curve for the 
U.S. costs, and the German costs parallel the United States quite 
closely; the Japanese costs fluctuated quite widely because in Japan 
shipbuilding steel is a very substantial portion of their steel industry. 
Now, in both Germany and Japan, costs of steel have drastically 
dropped. One of the points we would like to come to: We think an- 
other cause for the widening difference in price between foreign and 
American will be the greater reduction in material costs abroad com- 
pared to America. Basically, since labor is getting paid only one- 
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quarter of the amount in Germany and Japan, materials and compo- 
nents should also tend to reflect the difference comparable to labor. 
Now, I say ‘“‘tend to reflect.”” In practice, we have been able to be 
competitive but we are losing that advantage in steel. We are sure 
of that in Germany; and quite probably in Japan steel prices will start 
dropping below ours. We are having to import a lot of our own iron 
ore these days, so we are being brought onto an equal basis with them 
on the question of raw materials. They have taken advantage of 
any developments we have in factories and facilities. They are also 
investing in factories and facilities. In many cases they have been 
able to install modern plants because of their previous plants being 
demolished during the war. All of these things point to Japanese and 
German materials bec oming cheaper in comparison to our materials. 
And since in those countries 75 percent of the costs of a ship are in 
materials, we expect to have—this to have drastic effect on the cost 
of ships in Japan or Germany compared to the United States. 

Senator MaGnuson. There is also a lot of subsidy in that circle, 
too; tax structures, tax rebates, and this and that. Much more 
favorable than our shipbuilders have in many cases. 

Senator Encite. Do you have any idea to what extent these in- 
dustries overseas have been rebuilt with foreign aid funds? 

Mr. Henry. I don’t have any idea. 

Mr. Nemec. About 3 years ago we made an effort to get that 
information together—to get it together with respect to shipyard 
facilities only. We searched pretty hard through State Department 
records, and, as you know, that is a difficult thing to get out. The 
best we were able to do was to arrive at the conclusion that probably 
80 percent of the shipbuilding facilities in Holland, in Belgium, in 
West Germany, in Denmark, were rebuilt with the aid of counterpart 
funds and that, in fact, they were grants from the United States. 
So, in effect, we have built our own competition overseas, and have 
done it directly with the U.S. taxpayers’ money; and those facilities 
are good—modern, good equipment. They plowed back their earn- 
ings during the years. They have up-to-date, modern milling ma- 
chines, machines that would be the envy of any American shipyard. 
They are wonderful plants. And we paid for a lot of it. 

Senator Ener. Did you reduce that investigation to writing in 
the nature of a report? 

Mr. Nemec. No, sir. We tried to get something more specific on 
it. I don’t believe these foreign countries are anxious to do it. We 
have found in addition to that there was a great deal of it given 
through State bank loans which we had cuaranteed in part, as well 
as from the direct aid. It was part of the Marshall aid program, and 
it was a function to help them get on their feet; and we did it very 
well indeed. 

Senator MaGcnuson. Well, the countries we are talking about here, 
of course, were essentially the maritime countries. In doling this 
out, emphasis was placed upon shipbuilding. 

Mr. Nemec. Probably the shipbuilding industries were the first heavy 
capital industries to revive in Japan and West Germany and in a 
large measure they sparked their entire economic revival through 
selling ships on the open world market. 

Senator Maanuson. I want the record to show, of course, in this 
case—I think we have got to pay attention to this, we have no 
estimated cost on the Russian situation. 
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Mr. Henry. No. 

Mr. Nemec. We have two indications of Communist or iron curtain 
prices. Poland and Yugoslavia have been in the world market, and 
when ships are put out for bids—they have been the low bidder. 

If you like, we can supply for the records the details of foreign bid- 
ding, which would indicate a very wide disparity exists. 

Senator MaGnuson. They have made noises over there in the 
economic cold war and they freely admitted they are in with us—that 
they thought they might like to get into the shipbuilding business. 
Then our charts wouldn’t be big enough to get up there. 

Mr. Henry. We have a footnote on page °3: 

’ The Communist shipbuilding countries; that is, Poland and Yugoslavia, can 
and do underprice all nations of the free world. CDS based on these countries 
would range between 60 and 65 percent. 

Senator Eneue. Where is this? 

Mr. Henry. At the bottom of page 3. 

Senator MaGnuson. Some of us thought maybe that some of these 
yards might have expanded, reached a point where it might be held, 
and, therefore, the capacity may have some effect of self- limiting this 
matter. Is world shipyard capacity getting greater? 

Mr. Henry. It is coming to a plateau now in all countries, but it 
did increase as you see from January 1956 until December 1958 by 
23 percent, and programs underway will increase it by another 13 
percent. 

Senator MaGnuson. Now, the percentage of increase in our coun- 
try was lowest? 

Mr. Henry. By far. 

Senator MaGnuson. We were much higher in our capacity than 
they were, so, therefore, they moved up higher, increased faster, but 
all of them have sort of reached a plateau; would that be a fair 
statement? 

Mr. Nemec. Their capacity now is far higher than ever in world 
history. That capacity now far exceeds the volume of orders coming 
into the market. The best that we were able to estimate is that they 
have an ability to produce 15 million and 20 million deadweight tons 
a year. New orders are less than 5 million deadweight tons a vear. 

Senator MaGnuson. [ am wondering if it might not be wise—when 
we did give them help to rehabilitate their economy—if on something 
like this we might have said, ‘‘You can enlarge your capacity to take 
care of your own needs.”’ These charts point up if Japan for instance 
has only the capacity to take care of ships the Japanese were going 
to use, this problem of foreign orders wouldn’t pose this situation we 
have here. They all produced over capacity in the hope they would 
get foreign orders, isn’t that correct? 

Mr. Henry. Correct. 

Senator MaGnuson. Not for their own needs? 

Mr. Henry. Correct. The only country that builds somewhat 
close to its own needs is the United Kingdom. 

Mr. Nemec. But the others are fiercely competitive for business. 
This world shipbuilding market is just a real dogfight. They are out 
scrapping for orders. In our opinion, that situation is going to get 
worse because they are running out of work and faced with laying up 
facilities, and workers, or just getting out and getting business to 
break even. 
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Senator MaGnuson. In order to keep their yards alive? 

Mr. Nemec. Yes. There is no doubt in our minds these foreign 
governments are going to do everything to help their shipyards. 
Shipbuilding is too important an industry in Great Britain, Germany, 
Holland, and Japan to be allowed to slide. The shipbuilding industry 
employs too many workers. It is a major element in their whole 
economy. 

Mr. Henry. The shipyards in Scandinavia are very important in 
their export scheme of business. A good proportion of Scandinavian 
construction is for export. 

Senator Maanuson. Is there anything else? 

Mr. Henry. The next few pages cover a description of shipyard 
facility improvements, and methods, ideas, techniques, improvements 
in labor skills, that we have observed in forei ign countries. This in 
turn gets back to your question as to the productivity. It supports 
the point that productivity, for practical purposes, is equal between 
this country and foreign countries. 

Senator Macnuson. We will put this all in the record, and it is 
going to be very valuable to us, and the committee may ask you for 
more details. We would be very appreciative if you give us the 
benefit of many things you have dug up here when we have further 
hearings on this matter, because I would agree with the conclusions 
about this cargo getting scarcer, and with more and more ships, and 
even with less building, that competition is going to be even greater. 

Mr. Henry. Even greater. 

We would like to make one last point. The issue becomes slightly 
clouded by the difference in the American standards of construction 
and foreign standards, and because of the difficulty of proving by 
estimating what would be the lowest actual realistic price, if you were 
able to bid the ship abroad. In other words, we believe that the prices 
of ships abroad are actually less than the prices we are able to submit 
as estimates. This is illustrated by the contracts that we see being 
placed abroad at various times. As Mr. Nemec said, at the back of 
this statement there is a brief description showing pictures and print- 
ings of the Japanese liner-type vessel which is equable in every respect 
to our liner ships and quite competitive, and yet is being built in 
Japan for something in the neighborhood of $3,500,000. On page 20 
we have listed the drop in price, from 1957 to 1959, in the Japanese 
Government-supported programs of this class vessel. 

Senator MaGnuson. $4,875,000 to $3,530,000. 

Mr. Henry. Right. 

Senator MaGnuson. Do the Japanese steamship lines pay the 
Government back anything? Are they mortgage deals? 

Mr. Nemec. They are mortgage deals, or they are the guaranteed 
loans. There have been a number of instances where American banks 
have furnished capital for Japanese ship construction, for Japanese 
companies, and loans have been guaranteed by the Japanese state 
banks. 

Senator Maanuson. The Bank of Japan? 

Mr. Nemec. Yes. 


Mr. Henry. Yes; they have underwritten them in the case of 
default: others have been direct loans from the Government under 


programs, so it’s been a little bit of each. 
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Mr. Nemec. I went through a number of those when I was in 
Japan. It is a good, competitive ship. It is an austere ship. The 
crew facilities are, well—about like our Liberty ships built during 
the war. They are rough. It carries cargo just as well as we do, 
and is as fast and with less fuel. There is a table on page 19 that 
highlights one of our real problems facing the owner, of capital re- 
covery. These ships which are being built abroad by competitive 
lines, or lines which can become competitive, are a lot cheaper 
than ours. 

Mr. Henry. We have shown there the cost to the American steam- 
ship owner after he has the benefit of subsidy. 

Senator MaGnuson. Capital investment per ton-mile? 

Mr. Nemec. All that is to show in a common denominator what 
the relative costs of those ships are. 

Senator MaGnuson. You mean for every mile he goes per ton, 
that is what it costs him? 

Mr. Nemec. No, what he did here was to take deadweight tonnage, 
multiply it by speed, and use that factor to divide it into costs. It 
is a common denominator. 

Mr. Henry. It is the measure of capital investment per ton-mile 
ability. But the important thing is that the American steamship 
owner is still paying $5 million and $6 million after he has had the 
benefit of subsidy, against his foreign competition of $3,400,000, or 
$3,850,000. 

Senator Macnuson. Thank you. Mr. Henry, we will be calling 
on you for more detail. Thank you very much. 

Our next witness is Mr. John W. Clark, president, Mississippi 
Shipping Co.; and Mr. Burke G. Piper, vice president, finance, 
Grace Line. 

Mr. Crark. I have a prepared statement. 

(The statement referred to follows: ) 


STATEMENT BY JOHN W. CLARK, PRESIDENT, MIssisstpPI SHIPPING Co., INc. 
(DetTA LINE) 


My name is John W. Clark. I am president of the Mississippi Shipping Co., 
Inc., trade name Delta Line, with headquarters in New Orleans. I have been 
connected with the company since August 26, 1936, having served in many ¢a- 
pacities, both at sea and ashore. 

The Mississippi Shipping Co., Inc., had issued and outstanding at December 31, 
1958, 945,000 shares of common stock, a net worth of $26,832,758 and 2,500 stock- 
holders. Its stock is held, in large part, by residents of the gulf area and Mis- 
sissippi Valley. 

Our company is a subsidized American-flag operator employing 13, and until 
recently 14 owned vessels, 3 of which are combination cargo-passenger vessels. 
Ten of the ships are in service between the U.S. gulf and east cost of South Ameri- 
can ports (trade route 20) and the remaining three are operated between the U.S. 
gulf and west African ports (trade route 14, service 2). We employ approximately 
870 seagoing personnel, approximately 1,000 shore labor personnel, and in our 
offices in the United States we employ approximately 200 people. We have our 
own offices in New York, Chicago, Houston, St. Louis, Washington, Rio de Janeiro, 
Santos, Sao Paulo, Buenos Aires, Abidjan, and Leopoldville. 

Our company has been engaged in continuous operations since 1919 in our South 
American service and, from a pioneering venture with one ship, has developed the 
service in this trade in the intervening years to its present proportions. Our west 
African service was inaugurated in 1947. Prior to our introduction of this service 
there was no regular American-flag iner service out of the gulf to that area, and 
our entry in this trade was truly a pioneering effort. However, we realized the 
potentials in this area and from the date of introduction of our regular, dependable 
U.S.-flag service there has been a continuing development of a substantial trade 
in such commodities as coffee, fishmeal, sisal, rubber, logs, manganese ore, and 
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other strategic commodities inward, and petroleum products, cereals, machinery, 
oil rigs, flour, and diverse manufactured articles outward. While even with 
benefit of subsidy our west African service has not been a profitable one, we have 
confidence in its future. 

On September 26, 1957, our company signed an operating-differential contract 
covering the 20-year period January 1, 1958, to December 31, 1977. This con- 
tract imposed upon the Mississippi Shipping Co., Inc., among other obligations, 
a construction program requiring the replacement of our fleet over the period of 
the contract. 

On May 19, 1959, we entered into a contract for the construction of the first 
three replacement vessels, the cost per vessel based on an escalation factor of 8.5 
percent on the low domestic bid over the period of construction being $10,406,235. 
This cost factor when applied to the FMB’s finding of a foreign construction cost 
of these units of $4,990,000 produced a construction differential of 52.04 percent. 
Exhibit I attached details these calculations. 

Under the terms of the 1936 act limiting construction differential to 50 percent, 
the cost to Mississippi Shipping Co., Ine., of these vessels becomes $5,203,118, 
which means that the company must absorb over and above the 50-percent dif- 
ferential, 2.048 percent of the total construction cost, or $213,118 per vessel. 
Applying this absorption to our entire replacement program we find that over the 
period of replacement the eompany’s absorption would amount to $2,770,534. 

The calculations hereinbefore set forth were predicated upon the FMB’s staff 
determination of a foreign cost of $4,990,000. The experts, J. J. Henry & Co., 
employed by the Mississippi Shipping Co., Inc., to determine the foreign cost of 
the construction of our vessels reported a foreign cost of $4,700,000. A careful 
comparison of the findings of our experts, J. J. Henry & Co., with the findings of 
the FMB’s staff convinced us that J. J. Henry & Co.’s findings, based on an actual 
commercial bid from a reputable Japanese shipyard, were substantially correct. 
However, since the FMB’s findings were in excess of the 50-percent construction- 
differential subsidy ceiling, there was no reason for requesting a hearing before 
the FMB for the purpose of establishing the accuracy of the J. J. Henry & Co.’s 
findings, as compared with the FMB’s staff computations. 

We attach as exhibit II calculations of the construction-differential subsidy 
arrived at by using the J. J. Henry & Co.’s foreign cost findings from which it will 
be noted that, using the J. J. Henry & Co.’s cost of $4,700,000, the construction- 
differential subsidy amounts to 54.835 percent, which means that the company 
must absorb over and above the 50-percent differential, 4.835 percent of the total 
cost of construction, or $503,118 per vessel. Applying this absorption to our 
entire replacement program we find that over the period of replacement the 
company’s absorption would amount to $6,540,534. 

The legislative history of the 1936 Merchant Marine Act clearly indicates that 
it was the intent of the Congress to place the American operator constructing 
vessels under title V of the act on a parity with his foreign competitors. At the 
time of the passage of the act there was a differential between domestic and foreign 
costs of approximately 40 percent and, in order to avoid issuing a “blank check” 
on the construction-differentials, a ceiling of 50 percent was written into the 
statute—this in spite of the fact that the intent was to place the American operator 
on an equal footing with his foreign competitors. 

Construction-differential subsidy is a direct payment to the shipyards by the 
Government of the difference between the American shipbuilding costs of labor 
and material, as compared to similar costs in foreign shipyards, and the statutory 
limitation of 50 percent causes the American shiponwer, instead of the Government, 
to directly subsidize the shipyards. Aside from the obvious inequities in this 
situation, the rising U.S. construction costs, and the resultant increases in the 
amounts which American shipowners must pay to the shipyards as a direct sudsidy, 
places a burden on the shipowners which may possibly be beyond their finan- 
cial ability to absorb. 

Referring directly to our company’s decision to sign a long-range operating- 
differential subsidy contract, requiring replacement of our entire fleet, we would 
point out that the studies influencing this decision were based on a projection of 
an overall replacement cost of $10 million per vessel, or a total replacement cost 
of about $130 million. We anticipated the construction-differential subsidy on 
replacement cost would be 50 percent, resulting in a total cost to our company 
of approximately $65 million. 

Predicated on the cost of the three vessels, already contracted for, after the 
application of an 8.5 percent escalation factor, to what we consider a high foreign 
cost of $4,990,000, we find that our fleet replacement cost amounts to $135,281,055. 
Applying a construction-differential at the present ceiling of 50 percent to this cost 
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we arrive at a cost to the company of $67,640,527 of which $2,770,534 represents 
the excess of 50 percent which must be absorbed by the Mississippi Shipping 
Co., Inc., without benefit of subsidy, even though this amount represents the 
payment of a construction-differential to the shipyard by the company. 

Using what we think is the more realistic foreign cost of $4,700,000, hereinbefore 
mentioned, Mississippi Shipping Co., Inc., must absorb without benefit of subsidy 
and pay to shipyards as construction-differential subsidy approximately $6,540,- 
534, which we feel was clearly not the intent of Congress when enacting the 1936 
act. This absorption results in increased depreciation of, say, 11 percent over the 
life of our fleet. This, as is obvious, is a result of the additional unsubsidized 
construction costs involved. 

In addition to the absorption of the additional construction cost mentioned in 
the preceding paragraphs, the company would have to absorb interest expense on 
unsubsidized capital cost estimated at $2,081,287 for total fleet replacement, based 
on the Federal Maritime Board’s foreign construction cost of $4,990,000 per unit, 
and $4,903,697 interest expense on our foreign construction cost findings of 
$4,700,000 per unit. 

It is now obvious that the st: On, limitation of 50 percent on construction- 
differential subsidies, imposed by the 1936 act, no longer fulfills the intent of Con- 
gress at the time of enactment, i.e., that American shipbuilding costs should be 
placed on a parity with foreign shipbuilding costs. We believe the experience of 
our own company adequately illustrates the burden which must now be borne by 
American operators in assuming construction costs in excess of the 50 percent 
statutory provision, and emphasizes the need for corrective legislation. 

We heartily endorse and support the Magnuson-Butler bill (S. 2584), which we 
consider not only opportune but absolutely essential to the interests of this 
country in placing our shipyards, as well as steamship operators, on parity with 
their respective foreign competition. We also believe, in fairness to the operators 
that have executed construction contracts earlier this year, that the bill should be 
amended to provide retroactivity for all new construction contracted for after 
January 1, 1959. Otherwise, the pioneering efforts of several lines, including my 
own company, will be severely penalized. 


Exuisit [ 


Example of American fixed price to be used in determining construction—Differential 
subsidy using a Japanese fixed price of $4,990,000 


Percent 
BOW oe (Die oes eee em * oes _.. $9, 591, 000 
Add ese: caleaiaes to arrive at domestic fixed price bid (8.5 
perceptres.nuivs. 28. ea eee ee SS, 815, 235 
AIGURORE BOG HID: 0. « o:ininin ead anns nehknnion ane 10, 406, 235 
PIE, SRODRES DEO oe nnccciccccnicetatinan __.. 4,990, 000 
‘ ; : ; : $10, 406 , 2309 — 4,990, 000. 
Construction-differential subsidy should be. —— : c —_— =52. 048 
: $10, 406, 235 
Mississippi Shipping Co., Inc., construction differential 
subsidy as limited by 1936 act__-__- pte ake Le cere 50. 00 


Mississippi Shipping Co., Inc., pays $5, 203, 118 


See re ree 213,118 2.048 


ExuiBitT II 


Loss to Mississippi Shipping Co., Ine 


Example of American fixed price to be used in determining construction—Differential 
subsidy using a Japanese fixed price of $4,700,000 


Percent 
POU ite Pie. 2G vee te ewe te See sii ls ge $9, 591, 000 
Add escalation to arrive at domestic fixed price bid (8.5 
percent) sea oe A ere pea kane wee eee 815, 235 
preusentie Gued trite... 2. 6002 bib. AW ” 406, 2: 35 
Fixed Japanese price___- = STS es bel pees 4, 700, 000 
Construction-differential subsidy should be _ -_- ‘$10, 106,235 = 700,000 = 54. 835 
~~ $10,406,235 
Mississippi Shipping Co., Inc., construction differential sub- 
slay ae limited Dy 1986 a0b.. . once nen uewawanowae 50. 00 


Mississippi Shipping Co., Ine., pays__- $5, 203, 118 


Loss to Mississippi Shipping Co., Inc_...--------- 503, 118 = 4. 835 
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Senator Maanuson. You can go right ahead. 

Mr. Crark. In my statement I give a brief historical background 
of our country. I give an outline of our organization, offices, and also 
indicate our efforts in developing trade on the east coast of South 
America, and west Africa, in fulfilling the objectives of the 1936 act. 
On Se ptember : 26, 1957, our company signed an operating-differential 
contract covering the 20)- -year period January 1, 1958, to December 31, 
1977. 

Senator MaGnuson. You didn’t go under subsidy until then? 

Mr. Ciarx. We came under subsidy, our first contract was in 1937. 
This was our second 20-year period. 

Under the terms of this contract we obligated ourselves to a con- 
struction program requiring replacement of our fleets over the period 
of the contract. 

On May 19, 1959, we entered into a contract for the construction of 
the first three replacement vessels—the cost per vessel based on an 
escalation factor of 8.5 percent on the low domestic bid over the period 
of construction being $10,406,235. This cost factor when applied to 
the FMB’s finding of a foreign construction cost of these units of 
$4,990,000 produced a construction-differential of 52.048 percent. 
Exhibit 1 attached details these calculations. 

The Federal Maritime Board, in their estimates on delivered price 
of the vessels, use an escalation figure of 5.8 percent, as the previous 
witnesses have stated. That is a very narrow margin for excalation 
over this period, and it is our opinion, based on the advice of econo- 
mists, our own staff members, CASL replacement committee, as well 
as the shipyards, that 8.5 percent is a much better figure. This is 
also the opinion of our certified public accountants who have prepared 
the estimate for us on that basis. 

Senator Maanuson. Let us go off the record. 

(Discussion off the record.) 

Senator Magnuson. Whether it be fixed or an adjusted price, if 
it runs over the 50 percent, and this still is on the books, then the 
only way the ship can be built is for either the shipbuilder, the oper- 
ator, or both, to get together for absorption of the extra amount. 
The shipyard could do it. 

Mr. Crark. By negotiation. 

Senator Magnuson. By negotiation, and under law it could be 
negotiated. 

Mr. Cuark. I would like to show you what happened in our own 
case. 

Senator Maanuson. It could be negotiated under law. 

Mr. Ciark. Yes. 

Senator Macnuson. That would have the effect of knocking down 
the price, or could the operator and the shipbuilding company get 
together and say, ‘‘We will both work this out, we will adjust a few 
things’’? 

Mr. Crark. I don’t think anybody but the shipowners would be 
the only ones to be hurt. I would like to give you an example of how 
this will affect my company. If you will refer to exhibit 1 which is 
attached, it will make it easier to follow. 

Senator Magnuson. Why don’t you sit on this end here, so that 
the people will hear you. 
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Mr. Ciark. Under the terms of the 50 percent limitation, the cost 
to the Mississippi Shipping Co. becomes $5,203,118, which is one-half 
of the domestic cost. This means that the company must absorb 
over and above the 50 percent differential, 2.048 percent of the total 
construction cost, or $213,118 per vessel. Now, applying this absorp- 
tion to our entire replacement program, we find that over the period 
of replacement the company’s absorption would amount to a total of 
$2,770,534. This is based upon Federal Maritime Board’s calculated 
foreign cost. We employed the J. J. Henry Co., who has considerable 
experience in this field, to obtain a reliable foreign cost estimate for us. 
On the basis of an actual commercial bid from a reputable Japanese 
shipyard, J. J. Henry & Co., working through their Japanese cor- 
respondents, came up with a documented foreign cost of $4,700,000. 

Now, since the 50 percent statutory limitation exists, and the Fed- 
eral Maritime Board acknowledged this differential being assessed of 
50 percent, there was no need for us to prove the accuracy of the J. J. 
Henry figures. 

Senator MaGgnuson. No, because when they reached the 50 percent 
they were through. 

Mr. Crark. If you will refer to exhibit No. 2 which shows the 
calculations of the construction-differential subsidy arrived at by using 
J. J. Henry Co. from which it will be noted that using J. J. Henry & 
Co.’s cost of $4,700,000, the construction-differential subsidy amounts 
to 54.835 percent, or 4.835 percent of the total cost of the construction, 
or $503,118 per vessel. Applying this absorption to the entire replace- 
ment program, over the entire period of replacement, the company’s 
absorption would amount to $6,534,000. 

Senator Maanuson. Let me ask this. Where the Maritime has 
the interest which would be in each place under 50 percent, is there 
any dispute as between the Maritime’s estimate on foreign costs and 
the operator’s estimates? Is there much of a dispute? 

Mr. Ciark. Yes, it usually goes to hearing. 

Senator MaGnuson. Then at the hearing you would bring in such 
people as Mr. Henry, and they would bring i in such people as they 
employ to arrive at these figures; do they always follow their em- 
ployees’ figures, or do they make adjustments? 

Mr. Nemec. They have made adjustments. 

Senator Maanuson. Have the employees’ ever been above the 
private figures? 

Mr. Nemec. Generally so, yes, sir. 

Senator Magnuson. Oh? 

Mr. Nemec. The cost has been above, let’s put it that way. 

Senator Magnuson. In other words, the staff has a tendency to be 
more conservative, let’s say, about the difference as compared with 
what the operators think it should be. Are those differences very 
wide? 

Mr. Nemec. In some instances; in some instances they have run 
quite high per ship. 

Senator Maanuson. If you say now they are using Japanese costs 
as a usual criterion, are the costs they come up with for building a 
comparable ship in Japan, sometimes greater than the cost you could 
reach with direct contact with the Japanese operator? 

Mr. Crark. In our case it was $300,000 greater, approximately. 
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I would like to mention the fact that J. J. Henry & Co.’s corre- 
spondents used our actual plans and specifications and invitation to 
bid with a commercial shipyard in Japan, and obtained an actual 
commercial bid. This was not the case in the case of the Maritime 
staff. 

Senator Maanuson. The Japanese know what we are doing about 
it, and they might quote two different figures deliberately. 

Mr. Cxark. | would like to ask Mr. Henry if that is true. 

Senator Magnuson. They know where and when the Maritime 
Board is asking for figures, for private construction, and they may 
juggle them. 

Mr. Cuark. The J. J. Henry & Co. through its correspondents have 
gone to great lengths to avoid this possibility. 

Senator MaGnuson. The hour is getting late, and I think we are 
going to have sufficient testimony regarding the question of costs. 
What we are really concerned with is the 50-percent situation. Would 
you say, Mr. Clark, that it is your best opinion now, we know they 
are running above—does it look in your best opinion that future costs 
would remain at least what they are now, or maybe more? 

Mr. Ciark. Based on the advice we have received, we expect the 
differentials shall increase. 

Senator, if | may, 1 would like to mention one or two sentences, 
what this means to my company. 

Senator MaGnuson. Go ahead. 

Mr. Cuark (reading): 

In addition to the absorption of the additional construction cost mentioned in 
the preceding paragraphs, the company would have to absorb interest expense on 
unsubsidized capital cost estimated at $2,081,287 for total fleet replacement, based 
on the Federal Maritime Board’s foreign construction cost of $4,990,000 per unit, 
and $4,903,697 interest expense on our foreign construction cost findings of 
$4,700,000 per unit. 

Our total cost of approximately $11,500,000 or 17'4-percent increase 
in our total fleet increase replacement program. 

Senator Magnuson. That is substantial. Maybe you won’t have 
to borrow it all. 

Mr. Ciark. Whether we borrow it or not, I think we might be able 
to earn something pretty close to that if we didn’t have to borrow it. 

Senator Magnuson. I think that is true. If you had it for your 
own use you could earn a little more. 

Mr. Crark. There is one other point. We heartily endorse and 
support the Magnuson-Butler bill which we consider not only oppor- 
tune, but absolutely essential to the interests of this country in placing 
our shipyards as well as steamship operators on parity with their re- 
spective foreign competition. We also believe, in fairness to the oper- 
ators that have executed construction contracts earlier this year, that 
the bill should be amended to provide retroactivity for all new con- 
struction contracted for after January 1, 1959. Otherwise, the pio- 
neering efforts of several lines, including my own company, will be 
severe ly penalized. 

Senator Maanuson. Now, let me ask you a $64 question. Sup- 
posing Congress said, “Well, 50 percent is enough to give these 
fellows. They’re making money, and they are getting along, and they 
ought to be figuring out how to operate a ship after we give them 
half the cost.””. What would you do? Would you quit your opera- 
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tion, quit your replacement program, or would it place an extra burden 
on your profits? 

Mr. Crank. Under the procedures of the Federal Maritime Board 
there is in all of these operating contracts a feasibility clause. I 
think that my company, certainly, and probably many other com- 
panies, would be able to prove to the satisfaction of the Federal 
Maritime Board, and other interested agencies, that to complete our 
program under the existing requirements would work a hardship on 
our companies. 

Senator Maanuson. In other words, it would be your present 
feeling about it that if something wasn’t done here, that you might 
have to come in and get out of the contract? 

Mr. Criark. Not necessarily, but we would certainly have to reduce 
our building, our replacement program. 

Senator Macnuson. In any event, regardless of the other details, 
it would have the effect of slowing up the whole replacement program 
to which many of you have signed contracts, is that correct? 

Mr. Ciark. Yes. 

Senator Maanuson. Thank you. 

We now have Mr. Piper, who is vice president—finance, Grace 
Line. 

Mr. Pirrr. I have a prepared statement here. 

Senator Maanuson. We will insert it into the record. 

(The statement referred to follows:) 


TESTIMONY OF BuRKE G. PipER, Grace LINge, INc. 


My name is Burke G. Piper. I am here, as vice president and treasurer, 
representing Grace Line Inc., a subsidized American-flag steamship operator with 
its principal office in New York City, in support of 8. 2584. 

Under its operating-differential subsidy contract, F MB-49, Grace Line Ince., 
like other American-flag operators, is required to complete a substantial vessel 
replacement program, by far the costliest in our history. This program cannot 
be completed on a basis economically competitive to foreign built and operated 
tonnage unless the parity principle embodied in the Merchant Marine Act of 
1936 is again made effective. 

Various studies undertaken by both Government and industry since enactment 
of the 1936 act have reaffirmed the soundness of the parity principle. However, 
in the present climate of world shipbuilding conditions, the difference between 
the cost of construction of American and foreign liner vessels is in excess of the 
50-percent legal limitation now in existence with respect to the amount of con- 
struction differential which the U.S. Government will absorb. Based on informa- 
tion developed by the Maritime Administration as well as outside expert opinion, 
it appears that the actual present differential substantially exceeds 50 percent. 
In the foreseeable future, no reduction of this differential appears likely; on the 
other hand, an increase appears probable. 

The parity principle is one of the bedrock concepts underlying the present 
structure of the privately owned American merchant marine industry. With the 
present difficult competitive situation facing American shipowners, it is incon- 
ceivable that they could, or should be expected to, invest funds of the magnitude 
required to build new fleets unless this bill is passed. Any requirement that an 
American shipowner build vessels without full parity means that it is being forced 
to absorb part of the cost of subsidizing the shipbuilding industry in the United 
States. It is not realistic to expect private investors to participate in such a 
basically unsound economic venture. 

We, therefore, heartily support the passage of 8. 2584. 


Mr. Prrer. I exhort you, on behalf of Grace Line, to support S. 
2584. As we see it, we are faced with a very tough competitive situa- 
tion right now and in the foreseeable future, and in order to carry on, 
we will need parity. 
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Senator MaGnuson. You sum it up pretty well when you say ‘‘in 
the foreseeable future. No reduction of differential is likely; on 
the other hand, an increase appears probable.”’ In effect, what you 
also say is if the parity principle is going to be applied, if that is the 
intent of the act, it should be applied as suggested in the act, and not 
with limitations. 

Mr. Piper. It is particularly serious in view of the tough competi- 
tion facing us now and in the future. 

Senator Macnuson. All right, Mr. Piper. We will put your state- 
ment in the record in full. Thank you. 

Our next witness is Mr. William J. Dorman, vice president— 
technical, American Export Lines. 

Mr. Dorman. 

Mr. Dormavy. I, too, have a short statement, Senator. 

Senator Maenuson. Your statement will be made a part of the 
record. 

(The statement referred to follows:) 


STATEMENT OF WILLIAM J. DORMAN, VICE PRESIDENT—TECHNICAL, AMERICAN 
Export LINEs 


The AEL strongly urges the passage of Senate bill 2584. Our company is well 
embarked on its ship replacement program, having contracted for eight new 
freighters in two groups of four ships each. We must contract for four additional 
ships in 1960. 

he first group was contracted for in February 1958, and all four of these vessels 
are now on the ways—two hulls building at San Diego and two hulls building at 
Camden, N.J. The Federal Maritime Board determined our construction 
subsidy on these vessels to be 45.8 percent, based on their study of foreign costs 
in Germany in the fall of 1957. 

The second group of four vessels was contracted for in March 1959 with all 
four vessels going to San Diego, where their keels will be laid during 1960. The 
Federal Maritime Board determined our construction subsidy on these vessels 
to be 48.3 percent, based on their study of foreign costs in Japan in the fall of 1958. 

During 1960, we are obligated to contract for the construction of another 
group of four freighters. We are carefully watching shipyard prices in the United 
States, as reflected by the bids received by Mississippi, American Mail, Pacific Far 
East, and States Steamship Co. and current prices in the foreign shipbuilding 
centers as frequently announced in the technical press. 

Barring only an extremely low domestic bid price, we are of the opinion that 
when we are ready to contract for our third group in 1960, the correct subsidy 
calculated under the principle of providing the U.S. owner absolute parity with 
his foreign competitor on the matter of new ship costs, will be about 55 percent. 
The fact that the existing 50 percent limit on subsidy prevents us from achieving 
this parity with our foreign competitors is an alarming situation, which we feel 
must be corrected if we are to successfully complete our new construction program 
at a cost which will make the operation of the new ships economically feasible. 

We feel that we must point out that our company’s obligation to replace a 
fleet of 30 vessels involves a terrific financial burden. Even when we assume that 
the principle of parity will be maintained throughout our entire replacement 
program, we find that the cost of a new fleet calculated on the best available 
foreign costs adds up to a staggering amount of money to export. We often wonder 
if we will have the financial resources to put across our entire replacement program. 

If, on the top of this basic financial problem, we find that we will not even 
enjoy parity with our foreign competitors because of the present 50 percent subsidy 
ceiling, we are afraid we will have to request a complete reconsideration of ovr 
present fleet replacement obligations. 

Therefore, we feel it is essential that 8. 2584 be passed. 


Mr. Dorman. I just wanted to point out that we are in favor of 
bill S. 2584. We have already embarked on our program with eight 


ships contracted for, and we are worried about what will happen in 
1960. During 1960, we are obligated to contract for the construction 
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of another group of four freighters. The first group was contracted 
for in February 1958, and all four of these vessels are now on the ways. 
The second group of four vessels was contracted for in March 1959, 
with all four vessels going to San Diego where their keels will be laid 
during 1960. 

Barring only an extremely low domestic bid price, we are of the 
opinion that when we are ready to contract for our third group in 
1960, the correct subsidy calculated under the principle of providing 
the United States owner absolute parity with his foreign competitor 
on the matter of new ship costs will be about 55 percent. We are 
quite worried about the overall picture, that the company’s obligation 
to replace a fleet of 30 vessels is a tremendous burden, and even if 
we assume the principle of parity be maintained throughout the pro- 
gram, we find that the cost adds up to a staggering amount of money. 

If on top of this basic financial problem we find we wouldn’t enjoy 
parity, just as Captain Clark said, we might have to request a re- 
consideration of the whole program. ‘To summarize, we are very 
much in favor of the bill. 

Senator \laGNuson. We will go off the record. 

(Discussion off the record.) 

Senator MaGgnuson. Now, Mr. Harrison Glennon, vicepresident, 
engineering, Moore-McCormack Lines. 

Mr. Glennon has a very short statement. 


STATEMENT BY HARRISON R. GLENNON, JR., VICE PRESIDENT 
ENGINEERING, MOORE-McCORMACK LINES, INC, 


Mr. Guennon. If I may, I would like to read it. 

My name is Harrison R. Glennon, Jr. I am here as vice president, 
engineering, representing Moore-McCormack Lines, 2 Broadway, 
New York City, a subsidized American-flag steamship operator in 
support of S. 2584. 

Moore-McCormack Lines, Inc., under its operating re 
subsidy contract is currently engaged in replacing its cargo and 
passenger fleet. Two passenger ships have be gy somanliaads seven 
cargo vessels are under construction at San Pedro, Calif., and Chester, 
Pa., and a large number of additional cargo liners remain to be de- 
signed and constructed. The cost of completing this program is 
substantial. 

We have noted with increasing concern the spread in costs between 
foreign and U.S. shipvards. When our first contract was signed the 
differential was less than 40 percent, but this has increased to the 
point where the differential of the last three of the cargo ships will be 
well above 50 percent. Studies made by us abroad indicate that the 
differential will increase and this has been confirmed by expert opinion. 

Competition is intense in all of our trade routes and it is essential 
that we not be required to build vessels at other than parity. We 
therefore, heartily support S. 2584° 

Senator MaGnuson. Your program is for how many ships? 

Mr. GLENNON. Approximately 43. 

Senator Magnuson. The cost would run pretty high. 

Mr. GLENNON. Quite high. 

Senator Magnuson. Thank you, Mr. Glennon. 
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Our next witness is Mr. J. R. Dant, vice chairman, Committee 
of American Steamship Lines, and president, States Steamship Co. 


Mr. Dant. 





STATEMENT BY J. R. DANT, VICE CHAIRMAN, COMMITTEE OF 
AMERICAN STEAMSHIP LINES AND PRESIDENT, STATES STEAM- 
SHIP CO. 


Mr. Danrv. It is a pleasure to be before you here tod: ay as the vice 
chairman of the Committee of American Steamship Lines. I am 
appearing in place of Mr. George Killion, chairman of C.A.S.L. He 
is in Denver representing C.A.S.L. before various large groups to 
stimulate public interest in the American merchant marine. His 
commitment to go to Denver was made prior to the scheduling of 
this hearing. 

Witnesses who have preceded me have explained that the American 
merchant marine in foreign trade is faced with a serious problem 
in the replacement of their fleets. The high costs existing today 
make it very difficult for a company to justify the expenditure for 
new vessels which we in C.A.S.L. are contractually obligated to 
build. 

I appreciate this opportunity to express basic and fundamental 
views of C.A.S.L. concerning the American merchant marine. 

The United States must have an adequate merchant marine as 
dictated by the Merchant Marine Act of 1936. 

In keeping with the purposes and national policy enunciated by 
the act: 

These ships must fly the American flag. 

These ships must be built in American yards. 

These ships must be manned by American crews. 

These ships must be owned by American citizens. 

These ships of the American merchant marine are essential to the 
movement of American foreign trade on the essential trade routes 
of the world. 

These ships of the American merchant marine are essential to 
the national security and are available as a naval and military auxiliary 
in time of war or emergency. 

Our postwar experience has further indicated that such an American 
merchant marine is essential for the carriage of military personnel 
and cargoes to meet the international commitments of the Nation. 

The congressional purposes and intent of the construction differ- 
ential subsidy is to achieve parity. 

Now we are confronted with foreign costs which are closing the 
margin of the 50 percent construction differential and in some recent 
cases the 50 percent differential has been exceeded. 

The principle of parity is unchanged. 

The proposed legislation will permit the construction differential 
subsidy to exceed 50 percent. 

This will preserve the principle of parity. 

Accordingly, CASL sincerely and wholeheartedly endorses the 
proposed legislation. 

While CASL makes the foregoing endorsement, it should be pointed 
out that no money of the construction differential subsidy is paid to 


the shipowner. 
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These moneys are paid direct to the shipbuilder. 

By this procedure the shipbuilding skills and techniques are pre- 
served and encouraged. 

The national security posture is increased by the possession of ship- 
building capability in action. 

Thus, the American merchant marine not only provides ocean trans- 
portation available for peace or war but also supports the vital ship- 
building industry so essential to the Nation. 

Finally, the influence of the American merchant marine and the 
American shipbuilding industry are felt in every State of the United 
States and in every facet of the national economy. 

My remarks are in behalf of my position as vice chairman, Com- 
mittee of American Steamship Lines. They are very brief, but in 
substance they cover the fact that I am here in place of Mr. Killion 
who, as mentioned previously, is in Denver, and | might say for the 
record he was very unhappy about the fact he was not present and 
also quite disturbed that he was not going to have more of a group in 
Denver, but he certainly understood. He expected the rest of us to 
be there, and we are very much happier to be here today. 

I think the other remarks that are made in here pertain to the act, 
and in substance bring out the fact that the money that is paid is 
paid to the shipbuilder by the Government. 

In closing, | would say that my remarks on behalf of CASL and 
our group are to heartily endorse the legislation that has been sug- 
gested. 

Senator MaGnuson. I wanted to add one thing, that one of the 
cosponsors of the bill is the Senator from Maryland, Mr. Butler, 
who intended to be with us today, but was ill and couldn’t come. I 
wanted the record to show that. 

Thank you, Mr. Dant. 

Now, Mr. Ralph Dewey, did you want to put something in the 
record? Do you want to add vour comments to what has been said? 

Mr. Dewey. I have no statement to make. I just wanted to 
identify the Pacific American Steamship Association in support of 
this legislation, and commend the other witnesses for an excellent 
record. 

Senator MaGnuson. Thank you, Mr. Dewey. 

Our next witness is Mr. L. R. Sanford, president, Shipbuilders 
Council of America, 21 West Street, New York, N.Y. 

Mr. Sanrorp. | am sort of a maverick. I am one shipbuilder 
among a flock of shipowners. 

Senator Macnuson. You have a prepared statement. It will be 
made a part of the record. 


STATEMENT BY L. R. SANFORD, PRESIDENT, SHIPBUILDERS 
COUNCIL OF AMERICA 


Mr. Sanrorp. The question at issue here today is: What action 
should be taken by the Congress with respect to the limitation of 50 
percent provided in section 502(b) of the Merchant Marine Act, 1936, 
on the construction differential subsidy? This subsidy represents 
the excess of the bid of a U.S. shipbuilder on the construction of a pro- 
posed vessel in the United States and a fair and reasonable estimate 
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of the cost of a similar vessel constructed in a foreign shipbuilding 
center selected by the Federal Maritime Board. 

The cost of building ships, like practically every other industrial 
product, has increased over the vears, not only in the United States 
but worldwide. The council understands that the Federal Maritime 
Board has found that the increase in the United States has been at a 
faster rate than in foreign shipyards, so that the divergence between 
U.S. costs and foreign costs has gradually widened. At the time the 
1936 act was passed, there was a more or less general belief that the 
differential in the case of a cargo vessel was approximately 40 percent. 
For the past 4 years each determination of a construction differe ntial 
by the Board for a specific vessel or vessels has resulted in a greater 
differential than for the prece ding vessel or vessels. Recently, repre- 
sentatives of the Maritime Board have publicly stated that the differ- 
ential has actually exceeded the 50-percent limitation provided in the 
act. 

It is that fact which has created the call for the removal of the 50- 
percent ceiling. It is evident that, if the present trend continues, 
the differential could go still higher. The Government, under present 
law, cannot absorb more than a 50 percent differential. Conse- 
quently, in the absence of new legislation, the owner will be forced to 
pay any excess over 50 percent. Such payment would immediately 
shatter the parity concept which is the basic philosophy of the 1936 
act. 

The theory of the 1936 act as originally enacted was that a U.S.- 
flag shipowner engaged in foreign trade on an essential trade route 
should be placed in a position of parity with his foreign-flag competitor 
by being given an equality of opportunity to compete by means of an 
equalization of both capital costs and operating costs. 

In other words, he can acquire a new ship built in a U.S. shipyard 
at the same price that his foreign-flag competitor could obtain such 
a ship from a foreign shipyard and thus, theoretic ally at least, his 
fixed charges on his capital investment in ships, such as interest, 
depreciation, insurance, etc., are on a par with those of his foreign- 
flag competitor. } 

This parity concept, as I have said, is the basic concept of the 
1936 act. Since the act was passed it has been the subject of in- 
numerable investigations by legislative committees, administrative 
committees, special Presidential committees, and others, but in every 
case the parity concept emerged unscathed. It is unnecessary here 
to go into more detail as the findings of the various groups are well 
documented in “A vonenaee’ History of Shipbuilding Subsidies 
Under the Merchant Marine Act, 1936” issued by the Committee of 
American Steamship Lines in June of this year 1959. 

In 1952, in an effort to stimulate some new construction by opera- 
tors other than those on the essential trade routes, the parity concept 
for the construction cost to U.S.-flag operators of ships built in US. 
shipvards was made available by the long-range shipping amend- 
ments to the 1936 act, to any new ship constructe ‘dina U.S. shipyard 
for foreign trade under the U.S. flag. 

As far as I can determine from the legislative history, the 50-percent 
limitation included in the 1936 act was apparently more or less arbi- 
trarily set without relation to any possible effect on the parity con- 
cept, but rather mercly to establish some sort of a ceiling whieh at 
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the time, at least, was thought by most to provide ample leeway for 
any then foreseen possible contingency. However, several voices 
over the years have pointed out, as did Mr. John Franklin, even in 
March 1936, when the 1936 act was under consideration, that “a 
50-percent differential subsidy will not always be sufficient to give 
parity of cost in the case of cargo ships” and that ‘‘unless parity of 
costs is obtained’? new construction was “exceedingly doubtful.” 
Several times since World War II the possibility of a differential in 
excess of 50 percent has been raised. 

That time has now arrived and we are face to face with the realistic 
necessity of some action with respect to the 50-percent limitation in 
order that, if the Federal Maritime Board makes findings of con- 
struction differentials in excess of 50 percent, it then can legally im- 
plement them so as to preserve the parity concept and permit U.S.- 
flag owners to continue to acquire U.S.-built ships at their equivalent 
foreign prices. 

It does not appear that there is any practical alternative to the 
absorption by the Government of whatever portion of the contract 
price of a replacement ship may be necessary to place the owner in a 
position of parity, capitalwise, with his foreign competitor. 

Under section 502(a) of the act the Commission (now the Federal 
Maritime Board) is authorized to enter into a contract with the suc- 
cessful bidder to construct the vessel and pay the contract price 
thereof and then sell the vessel to the applicant at a price correspond- 
ing to the estimated cost of building such a vessel in a foreign ship- 
yard. Section 502(b) states that the amount of the reduction in 
selling price is termed the “construction differential subsidy.”’ Since 
1953, this particular procedure has not been followed. As a result 
of substituting private financing for government financing, the pro- 
cedure of section 504 is followed, and only the Government’s share, 
viz, the construction differential subsidy, is paid directly by the Gov- 
ernment to the shipbuilder instead of the entire contract price. But 
the net result is the same. It enables the shipowner to obtain a new 
U.S.-built vessel at the foreign cost thereof and thus preserves the 
parity concept in respect to capital investment. 

It should be crystal clear that the construction differential subsidy 
actually is not a subsidy at all in the common connotation of the 
word as applied to domestic subsidies of various kinds. It is merely 
an equalization payment. 

As far as the shipbuilder is concerned, all that is involved is the 
bid on which his contract is awarded, which becomes the contract 
price. That is all he ever gets as a result of a construction subsidy, 
whether he makes a profit, breaks even, or suffers a loss. 

As far as the shipowner is concerned, he pays the estimated foreign 
cost of the vessel and preserves his parity. He is just as much the 
beneficiary of the construction differential subsidy as is the ship- 
builder. While the shipbuilder gets a contract for a ship at his bid 
price the shipowner gets the ship at a reduced price, the Government 
paying the difference. 

If we are to continue our traditional and statutory merchant 
marine policy, and, if we are to continue as a world se2power—and 
we cannot afford not to maintain ourselves as such, lest we be over- 
whelmed—we must maintain all those elements which make up sea- 
power, including a shipbuilding and ship repairing industry. And 
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inevitably the Government must pay for that seapower. It pays 100 
percent of the cost of the Navy and if it must pay 50 percent or more 
for the cost of merchant ships, so be it. It is still a bargain. 

For a more detailed commentary on maritime subsidies in relation 
to seapower, I refer you to my testimony before a special Subcom- 
mittee on Maritime Subsidies of the Committee on Interstate and 
To gn Commerce on July 14, 1953. It is perculiarly pertinent today. 

I do not believe anyone will advocate lowering the standard of living 
in this country and the wages that are consistent with that standard 
to meet low-cost foreign wages so as to eliminate the construction and 
operating differential subsidies necessary to maintain our merchant 
marine. As long as we have our present standards and their equivalent 
wages or even higher ones, just so long must we expect to have to 
pav subsidies or equalization payments to maintain an appropriate 
and adequate merchant marine. 

It recently has been suggested that U.S. shipowners might have to 
have their ships constructed in foreign shipyards. Such action is 
unthinks ible as it flies in the face of our historic maritime policy dating 
back to the beginnings of this country when Congress forbade U.S. 
documentation to foreign-built vessels (act of December 31, 1792). 

The fifth section of the Panama Canal Act of August 24, 1912, did 
provide for the admission of foreign-built ships, not over 5 years old, 
to U.S. registry for the purpose of engaging in foreign commerce. 
The outbreak of war in August 1914 had such serious repercussions 
on our foreign commerce that the President signed an emergency act 
to permit U.S. documentation of foreign-built vessels, regardless of 
when built, which had the effect of eliminating the 5-vear provision 
of the act of 1912 

At the present time, foreign-built vessels can be registered in the 
United States for foreign trade only, provided they comply with all 
our rules and regulations, but they cannot be documented for domestic 
trade, which is still restricted to U.S.-built vessels under the Naviga- 
tion Act of 1817. 

Shipbuilding and ship repairing are vital cogs in the national econ- 
omy as well as in the national security. The use of foreign-built 
vessels in the subsidized services—or in anv services for that matter 
would deal the shipbuilding industry a body blow from which it 
would be unlikely to recover. It would jeopardize facilities for the 
private construction of vessels for the Navy, of vessels for the domestic 
services and many miscellaneous craft vital to both our national 
economy and our national security. Components and materials for 
ships are drawn from every State in the Union, thus creating wide- 
spread production and employment The economic effect is 
nationwide. 

The U.S. Government cannot afford to sell the shipbuilding and 
ship repairing industry down the river by any such procedure as it 
would thereby deliberately sacrifice its seapower by destroying one of 
its vital links. That seapower under present world conditions is 
indispensable to our leadership in providing for the security of the 
free world. 

Hence, the U.S. Government perforce has no choice. It n ust pay 
the excess price of U.S.-built ships over the foreign price regardless 
of what any such excess may be. Similarly, the ‘United States has 
no choice in the development of missiles and rockets—or for that 
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matter in the construction of nuclear-powered submarines and other 
special types of naval vessels. The American people cannot atiord 
to look to foreign sources for items which are essential to national 
survival. 

The construction differential subsidy has been called an equalization 
payment, which in truth it is. It has the effeet of protecting a U.S. 
industry against the inroads of cheaper foreign competition just as 
protective tariffs have protected other U.S. industries against that 


type of foreign competition. \ tariff on the use of foreign-flag 
vessels i in our fore Won tre ade would be contr: iry to public polic; V. The 


construction differential ace donnspilialice the same objective in a different 
manner. 

[ merely want to say that the shipbuilding industry is solidly 
behind S. 2584. We realize that it is imperative that the parity 
concept be preserved, imperative in the interests of the shipowners, 
and it is equally imperative in the interests of the shipbuilders. 
Further than that, [ don’t think it is necessary to go. Somewhere in 
here, in my testimony, I did make reference to some testimony that 
I did give before this same subcommittee in about 1953 in connection 
with seapower, but you can refer to that for reference. 

Senator MaGnuson. It is true, and several others have on other 
occasions gone way back, so there has been ample warning of this— 
that this 50 percent limitation was not always going to last. We 
knew we would have to be looking at it and thinking about it. 

Mr. Sanrorp. Even when $36 billion was being considered, John 
Franklin made comments to the effect that the day would come when 
50 percent would not be adequate. 

Senator MaaGnuson. A lot of us thought that was a pretty large 
figure at that time, and there wasn’t the fluctuation in the differences 
between world shipbuilding costs. 

Mr. Sanrorp. I don’t think the figure was put in with the par- 
ticular desire to limit it in any way. It was put in more or less as 
an arbitrary ceiling. Everybody thought it was ample and it has 
developed that it isn’t. 

Senator Maanuson. We will go off the record. 

(Discussion off the record.) 

Senator Maanuson. Do you have anything further, Mr. Sanford? 

Mr. Sanrorp. No. 

Senator Maanuson. We have gone through our list of witnesses. 

This hearing will be recessed. 

(Whereupon, the hearing in the above-entitled matter was recessed.) 
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(Construction Differential Subsidy) 


MONDAY, FEBRUARY 15, 1960 


U.S. SENATE, 
CoMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
SUBCOMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington, D.C. 

The committee was called to order at 10:35 a.m., in room 5110, 
New Senate Office Building, Hon. Warren G. Magnuson (chairman) 
presiding. 

The CHairMan. The committee will come to order. We apologize 
to the witnesses for being a little bit late. The Senator from Mary- 
land had snow troubles this morning, and the Senator from Washing- 
ton had Democratic policy committee troubles. 

We have a long list of bills and several witnesses on general mari- 
time matters. The chairman is hopeful that this week, because of the 
pressure of time at this session, that we can conclude the hearings on 
several of these bills pertaining to maritime matters. Some are 
House bills, some are Senate bills; some are not very controversial, 
others are. I feel that the committee has the responsibility of 
hearing the witnesses on these bills which are of deep interest to all 
of us concerned with the maritime industry in the United States. 

These hearings are on some major bills, and some that we might 
term “secondary” bills. But the general deterioration of the Ameri- 
can Merchant Marine has given this committee as well as all the 
members in the industry, labor, management, Defense Department, 
and evervone concerned, great cause for some serious thought. It 
may be that some of the bills themselves which only relate to specific 
matters might lead into some of the general discussion on what is the 
sad plight of the American merchant marine in our economy and i 
our position in the world. 

Many of you in this room will recall that this same thing happened 
8, 9, or 10 years ago. At that time this committee, feeling about as 
we do now, did start some hearings and some activity with the then 
Maritime Commission, now Maritime Board, and others interested. 
We think we were helpful in bringing back the maritime to an adequate 
status. And now we find as a general proposition it is drifting 
back down. 

There may be some general questions or some general discussion 
on the whole problem, but specifically the bills are going to be con- 
sidered as follows: 

The first bill we will take up is S. 2584, to amend title V of the 
Merchant Marine Act, 1936, in order to remove certain limitations 
on the construction differential subsidy under such title 
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The next in order will be $.2618, to authorize the exchange of cer- 
tain war-built vessels for more modern and efficient war-built vesse ls 
owned by the United States. This concerns the laid-up fleet. 

The next bill we hope to consider in the hearings os S. 2669, to 
extend the period of exemption from inspection under the provisions of 
section 4426 of the Revised Statutes granted certain small vessels car- 
rying freight to and from places on the inland waters of southeastern 
Alaska. 

And then S. 2300 (H.R. 5068), to amend the Shipping Act, 1916, to 
provide for licen nsing independent ocean freight forwarders, et cetera. 
That is a matter the committee has had before it on other occasions. 
The House did pass H.R. 5068 at the last session and a similar bill the 
session before. I think in that case it is a matter of putting together 
a bill in which there can be at least a modicum of common agreement 
as to how far we should go with the freight forwarders on the licensing 
and regulations. 

And then there is a House bill which passed the House unanimously, 
H.R. 8042, to authorize the Secretary of Commerce to resell four 
C1-SAY-1 type vessels to the Government of the Republic of China 
for use in Chinese trade on Far East and Near East waters exclusively. 
These are vessels which the Government sold to the Republic of China 
some years ago and then had to repossess. Our question is: Under 
what terms should China be permitted to reacquire these vessels? 

We hope tomorrow to devote some time to the question of oversea 
transportation of military personnel, and their dependents. This of 
course is a matter of great importance to both the air industry and the 
merchant marine. 

And another matter, Senator Butler, which you and I spent a lot of 
time on and got nowhere with the last time, because we couldn’t seem 
to get any agreement between the two Governments—Canada and the 
United States—that as the question of Great Lakes pilotage. Appar- 
ently now the State Department is sponsoring a new bill. The bill 
is here. The Coast Guard and the Canadian authorities are reported 
to be in agreement. We ought to have this bill passed before the 
season opens on the St. Lawrence Seaway, which built up quite a lot 
of tonnage last year. 

The first bill is S. 2584, to remove the limitation on the percentage 
of construction differential subsidy. The first witness is John Allen, 
the Undersectary of Commerce for Transportation. 

Let the record show that the Senate Interstate and Foreign Com- 
merce Subcommittee held some field heatings on this matter. They 
were quite short, but they were held in San Francisco on December 3, 
in which we had a chance to hear testimony from the west coast people 
interested. We had a long hearing which covered the subject pretty 
well there. At that time I announced we would have he: arings In 
Washington. 

We will now proceed. 

Mr. Allen, you have a short statement, which we will be glad to 
have you read. 
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(S. 2584 follows:) 
[S. 2584, 86th Cong., 1st sess.] 
A BILL To amend title V of the Merchant Marine Act, 1936, in order to remove certain limitations on the 
construction differential subsidy under such title 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That section 502 of the Merchant Marine Act, 
1936 (46 U.S.C. 1152), is amended by 

(1) striking out the second, third, and fourth sentences in subsection (b) 
and inserting in lieu thereof the following: ‘In any case where the lowest 
bid of a responsible domestic shipbuilder is found to be unreasonable or 
excessive, the proposed contract may be negotiated with the view to con- 
struction in a domestic shipyard at a reasonable cost’’; and 

(2) striking out the last sentence in subsection (d). 


STATEMENT OF JOHN J. ALLEN, JR., UNDER SECRETARY OF COM- 
MERCE FOR TRANSPORTATION, DEPARTMENT OF COMMERCE 


Mr. Auten. Thank you, Mr. Chairman. 

[ appreciate this opportunity to appear before your committee and 
present the views of the Department of Commerce with respect to 
S. 2584, which would amend the Merchant Marine Act, 1936, as 
amended, so as to remove the limitation of the payment by the 
Government of a construction differential in excess of 50 percent of 
the construction cost of a vessel constructed under the provisions 
of the act. 

The purpose of the Merchant Marine Act, 1936, as amended, 
was to develop and maintain an adequate and well-balanced American 
merchant marine. In order to do this, it was determined that 
operators of American-flag ve sels had to be placed on a parity with 
foreign-flag operators in operation of their vessels as to specified and 
determined items of expense and, up to the point where the Govern- 
ment’s cost equals that of the shipowner, in the construction of the 
new vessels. 

The soundness of the direct subsidy system incorporated in the 
1936 act to meet foreign competition has been generally recognized, 
and there have been only two departures from the 50 percent 
limitation. One was during World War II when the limitation was 
lifted as a general war emergency measure by authorizing the foreign 
cost determinations to be made on the basis ¢ conditions existing 
in the period prior to 1939. The other was in special legislation 
authorizing construction of two supe rliners. 

It is true that when the Merchant Marine Act, 1936, was enacted 
the prevailing construction-differential subsidy applicable to new 
vessel construction in domestic shipyards ranged between 30 and 40 
percent of the domestic construction cost of the vessel. It is also 
true that during the period between October 1958 and 1959, the dif- 
ference between foreign costs and domestic costs with respect to certain 
vessel construction projects under title V of the act ranged between 
48.4 and 52.1 percent. Obviously, the owners of American-flag 
vessels will be required to pay more for their new ships than their 
foreign competitors if the difference between foreign and American 
shipbuilding costs remains in excess of 50 percent. 
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We are unable to determine at this time whether this will continue 
to be the situation. We do know, however, that shipbuilding costs 
in American and foreign yards are on a downward trend. Recent 
studies show that few new contracts for ships are being placed, and 
that shipbuilding capacity greatly exceeds demand. —T he competitive 
situation and more efficient production, resulting from the introduc- 
tion of new equipment and manufacturing techniques and greater 
productivity of labor, could result in further decreases in shipbuilding 
costs. The recent bids for the mariner-type ships for States Steamship 
show that between the first half of 1959 and November, shipyards 
in the United States reduced their bid figures. 

The difference between American and foreign shipbuilding costs 
is not substantially in excess of 50 percent. In view of present trends, 
we do not believe that removal of the 50-percent limitation is justified 
at this time. 

The Department of Commerce is, therefore, opposed to S. 2584, 
and recommends that it not be given favorable consideration by your 
committee. 

The CuarrmMan. Mr. Allen, I assume from this statement that it 
is the consideration of the Department of Commerce that you are 
hopeful, that the costs will continue to go down. 

Mr. Auten. That is true, particularly in the American yards. 
The CHarrMan. Is that hope based upon actual cost figures—labor, 
materials, and other things—going down, or is it based upon the hope 
that shipbuilding being so tight, competition being so keen for ship- 
building, that some of these shipbuilders are becoming so desperate 
that they are bidding down pretty low to a peril point on profits? 

On which is it based? 

Mr. Auuen. I think the latter has a lot to do with it. Competition 
is keener, and prices usually go down when competition is keen. As 
a longer term consideration, and in a sense a healthier one economically 
it has seemed to me that the American vards are now beginning to 
modernize their yards and some of their procedures to an extent that 
there will be major economies and much greater productivity of 
labor involved. On the other hand, I think it may be true that the 
European yards, which were reconstructed after the war and were 
in better shape with their machinery have now shaken down their 
procedures to the point where I would not expect the prices in foreign 
yards to go down as much as they may go down in American yards. 

I don’t have too much to back that up. 

The CHarrMan. Of course if the price of construction in foreign 
yards goes down, then our problem on the 50-percent ceiling becomes 
even greater, doesn’t it? 

Mr. ALLEN. It does, unless the American costs go down at a rate 
greater than the foreign costs and the difference between becomes less, 
which is the basis of the subsidy. 

One yard that I have been through, and I think it is typical of 
several American yards, is on the west coast where he. vard has been 
entirely rebuilt and the flow of materials through it has been so set up 
that the efficiency is much better. The mac ‘hine ry which has been 
installed has eliminated a lot of the work, the hand labor, almost, 
that used to be involved. 

The CHAIRMAN. Such as in a foreign yard. 
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Mr. Auten. I think there is more progress there. 

There is another consideration 

The CHAIRMAN. Let’s keep on that point. Wouldn’t that pretty 
well dictate the necessity for us looking at the limitation in this 
particular case? 

In the beginning they got tremendous numbers of ship orders. 
Now those ship orders to foreign vards are becoming more and more 
selective. Therefore the yards in turn are also making bids, some- 
times under the pressure of their government, and on which they 
might lose money, to get the shipbuilding there. That would surely 
cause the prices in foreign vards, which as vou say with modernization, 
will enable them to have the forei ‘ign yard prices go down. 

Is that a fair statement? 

Mr. Auten. | think they will be more competitive, but I think 
there is more room for improvement in equipment and procedures in 
American yards than in foreign yards. 

The CHAIRMAN. Because some of those are new? 

Mr. ALtLeN. Those have been new, and ours are beginning to be 
hew. 

The CHAIRMAN. But although they were new, they were lacking in 
the beginning—and I have seen a few of them myself—in what we 
call automation in the yards. The figure was much greater in the use 
of hand labor in foreign vards in the beginning than now, as they 
gradually get more and more automation. Is that correct? 

Mr. ALLEN. | think that is true, but I would think the big difference 
in foreign vards would be a change in the competitive situation. For 

long time the shipbuilding ways were at such a premium that 
competition was on the other side. 

The CuHarrMan. In the beginning they got all the orders they could 
fill. They were backed up in the English vards. They have been 
backed up in the Japanese yards for some time. And in the Swedish 
yards, as I recall, too. 

Does the Maritime Board have any figures at all on the moderni- 
zation of the vards in foreign countries? Do you know how much of 
foreign aid funds went into those yards? 

Mr. Auten. I don’t have them myself. The Maritime people are 
here. They will probably refer you to the State Department. 

The CuatrMan. The Department of Commerce should be interested 
in this balance, as it were. This involves a trade balance, although 
it deals in big things, ships. Are they substantial? 

Mr. Autuen. I would say we have made substantial contributions. 

The CuatrMan. There has been substantial contribution of Ameri- 
can dollars into remodernization of the foreign shipyards. And the 
lower the foreign shipyard’s costs become, the more difficult a time 
we have in the spread between the construction cost of American 
yards and foreign vards—which spread becomes greater. 

Mr. ALLEN. That is correct. 

The CuatrrmMan. And from that it follows that there is more con- 
struction subsidy we have to pay to maintain parity. 

Mr. ALLEN. Yes, sir. 

The CHarkMAN. What is our position in world shipbuilding today, 
do vou recall that figure? 

Mr. Auuen. I| think we are eighth. 
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The CHarrMAN. We are eighth in the world. There are seven 
countries ahead of us in tonnage, is that correct? 

Mr. Auen. [ think that is correct. 

The Cuarrman. I think that is the latest figure-——eight or nine | 
don’t know which. ‘Ten years ago we were up there 1, 2, 3—we were 
either win, place, or show. 

I am talking in Maryland language, now, since Senator Butler is 
here. 

Senator Butter. May we have inserted in the record at this 
point the relative position of the United States, and showing the 
positions of the nations which are ahead of us in production? 

The CHarrRMAN. Yes. 

Mr. Auuen. I think the Maritime Administration has that figure. 

The CHartrRMAN. I think Commerce has that figure, too. (The 
figures referred to are as follows:) 
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The CHarrman. It seems to me that the Department of Commerce 
takes the position that this 50 percent limitation is a serious matter, 
that it would continue to be serious, and we probably should do some- 
thing about it unless your hopes are fulfilled as to reductions in costs, 

Mr. Auten. | think that is correct. We have not abandoned 
the principal of parity at all. We are not at all convinced that the 
spread between foreign and domestic costs will continue to be great. 

The CHatrMAN. It has reached a point now where our best figures 
indicate that it has been teetering on that 50 percent. In some cases 
it goes over, and in some cases it may be right under. I believe the 
last figures indicate that it has always been between the range of 
47 and 53. At the time of course, under the 1936 act, we put the 50 
percent in to give us almost a 2G percent leeway because, as you pointed 
out, it was around 30—it never did get over 33, or 35. It moved up a 
little after the war to about 40, but now it is teetering on that brink. 

Mr. ALLEN. I think there is a provision in the law, which has never 
been used, that says if the subsidy rate figures are more than 50 per- 
cent, negotiations can be conducted to reduce the bid. As far as 
I know, it has never been used. Maybe that is the one which should 
come next. 

The CHAIRMAN. It has never been used that I know of, that prov- 
ision of the law, I suppose because the Board, in the later cases—let’s 
take the States Steamship problem—it went on to about 51 or 51.5, 
where there could be some absorption of the costs. I think any new 
bids we are going to find will be a little bit higher. And when you 
run over $200 000, $250,000, $300.000, or in some cases $400,000 per 
ship, that is going to be a little hard for the ship operators to absorb; 
if we are going to carry out the provisions of the act. 

Mr. ALLEN. I think it is worth stating that in a variety of studies 
and there have been a lot of them going on—it is recommended 
without exception, that there should be increased emphasis on research 
and development; a recognition of the fact that there is room for more 
improvement than might be usual in the ordinary industry. I think 
that that is an important consideration toward the point of not changing 
too much now until the trends are more definitely established. 

As a matter of personal interest I looked at the container ship in 
Baltimore a day or so ago. I would think that sort of change would 
have tremendous implications, none of which can be correctly ap- 
praised at the moment. 

The CuatrmMan. The Department of Commerce doesn’t entertain 
any hope of a lower cost based upon the cost of labor and material 
that goes into a ship, does it? 

Mr. AutLEN. Not the hourly rates of labor, but the productivity of 
labor can be increased—just as it has been in yards where they have 
gone into plate cutting devices. 

The CHAIRMAN. Labor and material is the bulk of the cost. I 
would say it might be about 80 percent of the cost of a ship. 


Mr. Auten. [ think labor used to run about 50 percent. [ don’t 
know what the rest of 1 1s. ; 
The C HAIRMAN. I think it might run higher. I wish somebody 


would put in the record the cost of labor and material which goes into 
the overall cost of a ship. Surely that would be of value to the com- 


mittee because if we are going to go along with you in entertaining a 
hope—I don’t think this committee or any one in this room or the 
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Department of Commerce would suggest any hope that labor costs 
and material costs would be on the downgrade in the foreseeable 
future. 

Mr. ALLEN. If you mean labor costs on hourly rates, I would say 
that is right. But the cost of labor in ships might go down. I think 
it has in these improved vards. | heard one estimate—which probably 
has no basis in fact but which indicates a trend in someone’s thinking— 
that the cost in the west coast shipyards in San Pedro might go down 
as much as a million and a half dollars on a ship. 

The CHAIRMAN. Because of the west coast problem, it will be 
interesting to see what the costs are as a result of the west coast 
experiment. It will be a guidepost for a lot of us on the west coast 
who are concerned with shipbuilding, and a guidepost to all ship- 
builders. 

Do you have any questions, Senator Butler? 

Senator Butter. Mr. Secretary, has there been any change—and 
I assume from vour statement that there has been no change—in the 
basic maritime policy of this country insofar as the Department of 
Commerce is concerned? 

Mr. ALLEN. That is correct. 

Senator Butter. All you are suggesting now is that we wait another 
vear and see? 

Mr. ALLEN. That we wait another year and see, with the thought 
in mind that there are developments going on, the results of which 
cannot be ascertained. 

Senator BuTLeR. That raises the question: What is the basic mari- 
time need? 

Mr. ALLEN. That is one of the things that is rather difficult to 
ascertain. 

Senator Butter. I thought the Department has some vears ago 
established a figure, and if the Department figures went below that 
figure—with respect to the skills in the yard—then it would be a 
dangerous situation so far as national defense is concerned. Was any 
such study made or any figures arrived at? 

Mr. ALLEN. I believe there were, mostly 10 years ago or so. I am 
not sure of the date. Since that time I think we all know the concepts 
of national defense requirements have been changed. At the moment 
I am not sure just what they are. That was also set forth in a recent 
study that they are changing, and I think they should be made more 
definite. 

Senator BuTLeR. That is the Murray report you are referring to? 

pn . a . 

Mr. Auten. The first one was. The last one was a discussion | 
heard of a report made some 2, 3, or 4 months ago. 

Senator Butter. Mr. Secretary, may Cask what happened to the 
Murray report? They recommended that 60 ships be constructed 
each and every vear, otherwise we would run into block obsolescence 
and the American merchant marine would be in danger. 

Mr, ALLEN. That was a guide, | know, which came out, because 
it was considered at the other end of the Capitol, and I helped consider 
it. What the history has been since, | couldn’t tell you. I would 


have to look at that. 
Senator BurLer. But vou are more cognizant of the fact that as 
of this moment shipbuilding is on a steady decline in this country, 


ure vou not? 
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Mr. Auten. No, I am not. The backlog of orders, I understand, 
has decreased. The only figures I have seen lately—and those were 
within the last few minutes in the room were in a chart that showed 
the situation until October of 1959. This chart indicated that the 
work in the yards overall was pretty level, but the last period had 
shown an increase. 

The private work had gone down considerably. The maritime 
segment was fairly steady and i improving. The Navy work had gone 
up as much as the private had gone down, and the other work had 
been fairly steady. 

The CuarrmMan. The Navy shipbuilding has gone up? 

Mr. AutLeNn. That was the part that I saw. 

The CHatrRMAN. Navy construction? 

Mr. ALLEN. Yes, sir. 

The CuarrMan. | think you had better look again at that. 

Mr. AuueN. The chart might be wrong, but that is what it shows. 
This is Navy shipbuilding in private yards. 

The CuarrMan. That may be true, in private yards. But I think 
the overall Navy shipbuilding—and I could be wrong—has gone down 
quite a bit with the exception of some shift in emphasis on the sub- 
marines. ‘The surface ship Navy construction program has been cut 
considerably. 1 think there has been more of a shift under the Vinson- 
Trammel Act which tries to achieve 50-50 allocation between private 
and Navy yards, but I think overall it has gone down considerably. 

Mr. Auten. [| didn’t check the Navy situation at all. 

Senator Butter. Mr. Secretary, wouldn’t you say, on the basis of 
the present outlook, that the situation in the privately owned and 
operated shipyards is approaching the point where it may be said to 
be desperate? 

Mr. ALLEN. “Desperate”’ is a kind of hard word to define. I would 
say it is less optimistic now than it was 4 years ago. 

Senator Burier. Is it conducive to a steady employme nt rate up 
to the level that has been found by the Department of Commerce and 
by the Department of Defense to be the rate under which we cannot 
go with safety? 

Mr. AuuEeN. There is no question but that it is not up to the 36,000 
in the Murray report, and | guess never has been, since the war. 

Senator Butter. Does the Department of Commerce subscribe to 
that figure? 

Mr. Auuen. I would think now that we couldn’t say that we would 
continue to, and I am not sure that we ever did. It hasn’t been 
mentioned since I have been there. 

Senator Butter. Then that goes back to the question I asked you 
first. Has there been any basic change in the thinking of the Depart- 
ment of Commerce insofar as the national maritime policy is concerned? 
Is your department willing, for instance, that a part of the ships be 
built in America, and other parts abroad if we don’t have enough 
dollars to go around to do it all here? 

Mr. ALLEN. No, we have never come to that conclusion. We have 
not had an opinion against the flag of convenience, or however it is 
designated, policy. Generally I think we have not changed the basic 
thought that the merchant marine should be sufficient to sustain the 
Defense Establishment as an auxiliary. 
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The CHartRMAN. But the Murray report says in order to achieve 
that—give or take a few ships—there should be at least 60 a year, is 
that correct? 

Mr. ALLEN. Sixty a year would support the 36,000 working force. 

The Cuatrman. How many are in this year’s budget? Fourteen: 
am I correct? 

Mr. ALLEN. Fourteen maritime. That is the figure on the sub- 
sidized. 

The CHAIRMAN. Fourteen is a far cry from sixty. 

Mr. ALLEN. That is true, but I don’t know the number of ships 
that are actually in construction. I think it will be quite a bit more 
than 14. 

The CHarrMan. We will get that testimony. 

Mr. Burter. May | ask you this direct question: Can you, on the 
shipbuilding program of 14 ships a year, sustain the skills and the 
shipbuilding capacity that the Department of Commerce deems to be 
necessary to the national defense? 

Mr. Auten. Not on 14 ships. 

Mr. Butter. How many will it take? 

Mr. ALLEN. That I can’t answer because I can’t get it from the 
Defense Department. 

The CuarrMan. There is lots of testimony from the Defense De- 
partment. Do you want me to refer you to some? I will give you 
books on it from the Defense Department. 

Mr. Buriter. The Department of Defense has gone out of its way 
to stress the absolute necessity of a stronger merchant marine. The 
President of the United States has said that it is truly the fourth arm 
of defense. The Military and Naval Establishments are fully and 
wholly subsidized. We have statements from the highest authority 
in our Defense Department that to keep the forces going, and to supply 
the material necessary to sustain our forces in the field, we must fulfill 
these merchant marine requirements. 

Why are we dragging our feet? Why are we not building the 30 
ships, if 30 is necessary? Suppose the Murray report is a hundred 
percent wrong. Suppose we say we will build 30 ships. Do you think 
that will sustain the potential that everybody says is necessary in the 
interest of the national defense? 

Mr. ALLEN. | presume 30 would sustain 18,000 working force if 60 
would take 36,000. 

Mr. Butter. | know that you are interested in the American mer- 
chant marine as is the chairman of the Merchant Marine Subcommittee 
and I, and this committee as a whole. I know you want to achieve 
the objectives of the Merchant Marine Act. You know as well as I 
that they are not being achieved. How do we go about achieving 
them? 

Mr. AuuEN. I agree that I want to see them achieved probably as 
much as anyone else. I do think, though—and this is a fairly well 
considered judgment—that there is room to doubt what the immediate 
future holds either subsidywise or defense requirements. I think 
there is doubt as to what kind of ships we should build for 20 years. 
On the basis of those three things, and maybe some others, I would 
say that at the moment we should keep the ground rules the same. 
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Mr. Burter. Mr. Secretary, isn’t it perfectly apparent that in the | 
event of any emergency, such as the Korean emergency, we would | 


need vast amounts of ships? 

Mr. Auuen. It would depend upon the size of the emergency. If 
it were a limited war, | think that the general consensus is that we | 
would have enough shipping. We would not have ships that would 
be entirely desirable, but we would have enough quantitative capacity. 

Mr. Burzter. Just a minute. In the Korean war we took 5 mil- 
lion people to Korea, didn’t we? 

Mr. AuueN. I will take your figure. I don’t know. 

Mr. Butter. | don’t know, either, but I think that is substantially 
correct. Do you know how many hundreds of millions of tons of 
petroleum products we had to convey to Korea? Do you know how 
much equipment we had to take? And do you know the amount of 
shipping that was required to do it? 

Mr. Atuen. | think 86 percent of the shipping went in commercial 
bottoms. I seem to remember that figure. 

Mr. Burvter. Do you really believe that as of this day we have an 
amount of shipping sufficient to sustain an action such as that in the 
event of any underseas warfare at all? 

Mr. Auten. As I understand the Defense appraisals and other 
studies, we have quantitatively enough of a lift to take care of a 
limited war. 

Mr. Burier. | know about quantitatively and a limited war, but 
qualitatively some of those ships are sitting on the mud bottoms of 
our rivers and would not be useful. 1 am talking about actual ships 
in being that would be good for the purpose and that could carry the 
materiel and troops that we need to transport in the event even of a 
limited war. 

Mr. Auuen. I think we have, and I take that in the authority of 
substantial reports from people who ought to know what they are | 
talking about. | 

I think even the Maritime-Navyv Agreement, that has been around | 
a long time, says that we have the quantity of ships required. 

(The summary and recommendations contained in the Maritime 
Status Report for May 1, 1959, follow. This report was prepared by 
the Joint Maritime Administration-Navy Planning Group:) 





MaritiME Status Report 
May 1, 1959 
(Prepared by the Joint MarAd-Navy Planning Group) 
1. SUMMARY OF REQUIREMENTS AND AVAILABILITIES 


(a) General statement 
1) The United States is deficient in capability to meet national wartime re- 
quirements for merchant-type ocean shipping. 

(2) Current deficiencies are both quantitative and qualitative, and applicable, 
in different degrees, to all three major categories of ships—passenger transports, 
dry cargo ships, and tankers. 

(3) The present shortages, however serious, are less critical than the approach- 
ing block obsolescence of our passenger and cargo ships. 

(4) Funds are not available nor budgeted to maintain our present capability. 


(b) Passenger-transports 

The small initial numerical deficits in passenger transport capacity are consid- 
ered manageable. It is strongly emphasized, however, that there are serious 
qualitative deficiencies, particularly as to speed, in the available transports. 








AMENDMENT TO MERCHANT MARINE ACT, 1936 Sl 


(ce) Dry cargo ships 

(1) The most serious numerical deficiencies during wartime occur in the cate- 
gory of dry eargo ships. The initial deficit is in excess of 200 national ships and 
the deficit in subsequent months will be substantially greater. 

2) Failure to replace obsolescent and overage ships with modern, high speed 
ships will result in still greater deficiencies. 
(d) Tankers 

A serious deficit in tanker capability will exist during mobilization now or in 
the immediate future, but currently scheduled construction is adequate to over- 
come this shortage by the end of fiscal vear 1962. 


2. RECOMMENDATIONS (SUMMARIZED 


In order to alleviate the above stated situation, certain specifie steps should be 
taken as follows: 

(a) Provide funds to: 

(1) Inerease the strength of the subsidized fleet to the limits permitted 
under the Merchant Marine Act, 1936, as amended. 

(2) Construct the two superliners now authorized. 

(3) Maintain NDRF ships in an adequate state of preservation 

(4) Reconvert certain former amphibious transports to freighters. 

(5) Build certain national defense features into early replacement ships. 

(6) Serap 1,030 Liberty ships. 

(b) Maintain effective U.S. control over U.S. owned merchant ships now regis- 
tered under so called ‘“‘flags of convenience’ (Panama, Liberia, Hlonduras). 

(c) Dispose of two reserve shipyards. 

Mr. Butter. At the rate we are replacing our fleet, how long will 
we have that capacity—if we do have it, which I doubt? 

Mr. Aten. If you take it by categories, | think we have sufficient 
tankers. Weare having trouble in the employment of them, however. 
On dry cargo, with the ships that would be activated from the laid-up 
fleet and those afloat, we would have a sufficient number. On pas- 
sengers, we would have ships that are slower than would be desirable, 
but, coupled with air lift, they would be sufficient in number. 

Mr. Butter. But each year our capability would be less because 
we are not building our ships now with anything near the amount 
necessary to meet the requirements of national defense. 

Mr. Auten. That is true if the requirement stays as high as it 
has been calculated to be in the past. 

Mr. Butter. Could there be any reasonable expectation that it 
would not remain as high as that? 

Mr. Auten. I think so. 

Mr. But ter. Do you think if we had a limited war it would be a 
smaller war even than the Korean action? 

Mr. Auten. That I couldn’t say; I don’t think anyone could say. 

Mr. Butter. Then I will ask vou this question: Do you think we 
should gamble that the next action we have will be equivalent to, or 
smaller than, the Korean action? Should this great country take the 
chance of being short on ships when they need them? And also of 
losing the skills; if you wait another vear, you will lose a lot of the skills 
that we have because shipyards don’t keep men around the yards for 
nothing. They work them or let them go, and when you lose those 
skills the ‘vy are gone. 

Mr. Auten. [ think I would agree partially with that. I wouldn't 
want to lose the skills. But on the other hand, I am not at all con- 
vineed that we will lose them in the next year if we don’t go up on 
the subsidy rate. 
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Mr. Butter. To get back to the subsidy, under the existing pro- 
visions of law you have substantially the same power now which this 
bill would ask for, do you not? 

Mr. ALLEN. We have the power to take a bid, and if the subsidy 
rate should be computed at greater than 50 percent, there is an un- 
limited authority in the Maritime Administrator to negotiate for a 
bid within the 50 percent. 

The CHarrMAN. Someone will put that in the record, that section. 

Thank you. 

(The section of the Merchant Marine Act of 1936 referred to 
follows:) 


Sec. 502(b) The amount of the reduction in selling price which is herein termed 
“construction differential subsidy’? may equal, but not exceed, the excess of the 
bid of the shipbuilder constructing the proposed vessel (excluding the cost of any 
features incorporated in the vessel for national-defense uses, which shall be paid 
by the Commission in addition to the subsidy), over the fair and reasonable 
estimate of cost, as determined by the Commission, of the construction of the 
proposed vessel if it were constructed under similar plans and specifications 
(excluding national-defense features as above provided) in a foreign shipbuilding 
center which is deemed by the Commission to furnish a fair and representative 
example for the determination of the estimated foreign cost of construction of 
vessels of the type proposed to be constructed. The construction differential 
approved by the Commission shall not exceed 3313 per centum of the construction 
cost of the vessel paid by the Commission (excluding the cost of national-defense 
features as above provided), except that in cases where the Commission possesses 
convincing evidence that the actual differential is greater than that percentage, 
the Commission may approve an allowance not to exceed 50 per centum of such 
cost, upon the affirmative vote of four members, except as otherwise provided 
in subsection 201(a). In any case where the Commission finds that the con- 
struction differential exceeds 3344 per centum of such cost and that the lowest 
bid of a responsible domestic shipbuilder is unreasonable, excessive, or collusive, 
the Commission may negotiate and contract with the view to construction in a 
domestie shipyard that is not unreasonable or excessive in cost or collusive in 
character. Where the Commission finds that the construction differential ex- 
ceeds 50 per centum of such cost, the Commission may negotiate and contrac 
on behalf of the applicant to build such vessel in a domestic shipyard at a cost 
which will reduce the construction differential to 50 per centum or less. In the 
event that the Commission have reason to believe that the bidding in any instance: 
is collusive, it shall report all of the evidence on which the Commission acted 
to the Attorney General of the United States, and (2) to the President of the 
Senate and to the Speaker of the House of Representatives if the Congress shall 
be in session or if the Congress shall not be in session, then to the Clerk of the 
Senate and the Clerk of the House respectively. 

Senator Butter. Why would the department be reluctant to have 
the Congress restate as a national policy that such action could be 
taken by the Maritime Administrator? 

Mr. Auten. The Maritime Administrator would still, under exist- 
ing law, not be able to negotiate a contract where the subsidy would 
be more than 50 percent. But he could take a 51-percent case and 
negotiate in order to endeavor to bring it down to 50 percent or less. 

Senator Butter. Mr. Secretary, let me ask you this other question 
which has some little bearing on this. 

The 6-percent differential accorded to the west coast shipbuilding 
industry: could you use the 6-percent to increase the award above 
50 percent, or is 50 percent the absolute ceiling which cannot be 
breached even with the 6-percent differential? 

Mr. Auten. Under present law, I think 50 percent is not to be 
breached. 

The CHartrMan. Except under 502(f), where you can negotiate. 
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Mr. Auuen. But that is an allocation of 50 percent, plus the national 
defense feature. 

Senator Butter. I didn’t hear that. 

Mr. Auten. If there is an allocation of shipbuilding under that 
section, the so-called Mailliard bill, then the additional amount that 
is required over and above the low bid of another yard is a national 
defense feature. It doesn’t affect the subsidy rate. 

The CuHarrman. I see the Chairman of the Maritime Board here, 
and I know he is listening to the testimony quite carefully. Mr. 
Morse I wish the Board would submit a statement for the record on 
just what you can or cannot do under that section referred to by 
Mr. Allen. 

What is the interpretation of that section; whether the 50 percent 
is an absolute limitation or whether negotiation applies to the 6-per- 
cent—all of those factors. 

You would like to have that? 

Senator Burter. Yes. 

The CuatrMan. Could you do that, or get your counsel to do that? 

Mr. Morse. Certainly. 

(The matter referred to follows:) 


MARITIME ADMINISTRATION, 
February 16, 1960. 
To: Hon. Warren G. Magnuson, chairman, Committee on Interstate and For- 
eign Commerce, U.S. Senate. 
From: Maritime Administrator. 
Subject: Limitation on construction differential subsidy under section 502(f) ; and 
authority to negotiate under section 502(b) when section 502(d) is applicable. 
This is in response to your request made at the hearing on S. 2584 held on 
February 15, 1960, for information with respect to (A) limitation on the amount 
of construction-differential subsidy authorized under section 502(f) and authority 
to negotiate under that section; and (B) authority to negotiate under section 
502(b) when section 502(d) is applicable. 


(A) LIMITATION ON CONSTRUCTION-DIFFERENTIAL SUBSIDY UNDER 502(f) AND AU- 
THORITY TO NEGOTIATE UNDER THAT SECTION 


Section 502(f) provides that the Secretary of Commerce may, under title VII 
and section 509, and the Federal Maritime Board may, under the rest of title V, 
with the approval of the President, allocate ship construction, reconstruction, 
reconditioning or remodeling if certain prescribed findings are made. 

In making such allocation, the Secretary of Commerce or the Board may, after 
obtaining competitive bids negotiate with the bidders and with other shipbuilders 
and may contract at a price deemed to be fair and reasonable. 

The amount of construction-differential subsidy under 502(f) is computed under 
section 502(b) as the excess of the lowest responsible domestic bid (excluding 
defense features) over the fair and reasonable estimate of the cost of building 
the vessel (excluding defense features) in a respresentative foreign shipyard, but 
not exceeding 50 percent of the lowest responsible domestic bid. 

The excess of the price paid by the Secretary or Board over the lowest responsible 
domestic bid is paid by the United States as a cost of national defense. 

The computation of the construction-differential subsidy where the 50 percent 
limitation comes into operation under section 502(f), and the computation of the 
national defense cost of the allocation can be illustrated as follows: 

The construction-differential subsidy 

If the lowest responsible domestic bid is $10,500,000, and the foreign cost of 
construction is $5 million, the difference ($5,500,000) is the construction-differ- 
ential computed without regard to the 50 percent limitation. This limitation, 
however, limits the subsidy to 50 percent of the lowest responsible bid. Fifty 
percent of $10,500,000 is $5,250,000, which is the amount of the construction- 
differential subsidy that is payable. 
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The national defense cost 

If the cost of building the ship in the shipyard to which the construction is 
allocated is $11,500,000, the difference of $1 million between this and the lowest 
responsible domestic bid ($10,500,000) is paid as national defense cost. 
How the cost of the ship is shared 

The cost of the ship, therefore, is shared as follows: 


Construction-differential subsidy - - — - $5, 250, 000 
National defense cost 4 7 1, 000, 000 
The ship operator pays 5, 250, 000 

Cost of the ship eee : ; 11, 500, 000 


In this illustration the ship operator pays $5,250,000 which is $250,000 more 
than the foreign cost ($5 million). The difference between the lowest respon- 
sible domestic bid and the foreign construction cost in this illustration was 52.38 
percent of the lowest responsible domestic bid, but the 50 percent limitation 
restricted the construction-differential subsidy to 50 percent of the lowest respon- 
sible domestic bid. 


(B) AUTHORITY TO NEGOTIATE UNDER SECTION 502 (b) WHEN SECTION 502 (d) Is 
APPLICABLE 


Section 502(b) provides that if the construction-differential (that is, the excess 
of the bid of the shipbuilder building the vessel over the fair and reasonable 
estimate of the foreign construction cost of the vessel in a respresentative foreign 
shipyard) exceeds 50 percent of the bid of the shipbuilder building the vessel, the 
Board may negotiate and contract to build the vessel in a domestic shipyard at 
cost which will reduce the construction differential to 50 percent or less. 

Section 502(d) provides that if the ship operator has his principal place of 
business on the Pacific coast, and if the lowest responsible bid of a shipyard on 
that coast does not exceed the lowest responsible bid on the Atlantic coast by 
more than 6 percent of such Atlantic coast bid, the Board shall approve the 
Pacific coast bid. 

The General Accounting Office has ruled in a letter (B—140448) to the Federal 
Maritime Board, dated September 3, 1959, that when section 502(d) is applicable, 
the Board is not authorized to negotiate under section 502(b) unless the Pacific 
coast bid exceeds 212 percent of the foreign cost. If the foreign cost is $5 million, 
for example, the Board could not negotiate unless the Pacific coast bid exceeds 
$10,600,000. 

If the Pacific coast bid is $10,600,000, and if the Atlantic coast bid is $10 million, 
the Pacific coast bid would have to be approved by the Board if the ship operator 
had his principal place of business on the Pacific coast, and if the foreign cost was 
$5 million, the Board could not negotiate. 

On the foregoing fact, the 50 percent limitation would vield a construction- 
differential subsidy of $5,300,000, and the cost of the ship would be shared as 
follows: 


Construction-differential subsidy hf $5, 300, 000 
Paid by ship operator 7 - 5, 300, 000 
Cost of building ship_- ‘ 10, 600. 000 


The foreign cost being $5 million, the operator pays $300,000 more for the ship 
than its foreign cost. 


CLARENCE G. Morse. 

Senator Butter. Just one more brief statement I would like to put 
in the record in connection with some of the thinking of the Depart- 
ment of Defense, and then maybe one further question. 

On February 21, 1959, Vice Adm. Ralph E. Wilson, Deputy Chief 
of Naval Operations (Logistics), furnished me a document reflecting 
the views of the Department of Defense on the subject of “Ocean 
Shipping To Support the Defense of the United States’ containing 
these passages: 


The primary mission of the American merchant marine is the normal task of 
transporting our domestic waterborne commerce and a substantial portion of our 
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foreign export and import ocean trade. The health of our industrial economy is 
dependent on sea transportation for the import and export of numerous raw 
materials and finished products. It is imperative that the world’s foremost trader 
control sufficient merchant shipping to transport what we need when we need it. 

A collateral and extremely important mission of the American merchant marine 
is the maintenance of a posture of strength and readiness that will contribute the 
maximum to our national security * * * 

The present rate of new shipbuilding will not offset the rapidly approaching 
block obsolescence of the vast proportion of U.S.-controlled merchant-type 
tonnage —both active and reserve. There is an urgent need for increased emphasis 
on orderly ship construction 

I have two questions. The first thing the admiral points out is 
that we must have sufficient shipping to carry out the requirements of 
the Merchant Marine Act in order to carry a normal or ordinary share 
of our commerce. 

Secondly, that we must have a merchant marine of such a posture 
of strength and readiness that will contribute the maximum to our 
national security. 

Have we such a merchant marine today? 

Mr. ALLEN. It is difficult to answer that question. 

Senator Butter. We don’t have it if we have only a merchant 
marine sufficient to meet a police action in Korea or some similar 
quarter of the world. I think we don’t have such a merchant Marine 
today. I think we can demonstrate that we don’t have it. 

The next question is: The admiral says that it is urgent that the 
need for more orderly ship construction be emphasized. 

Do you agree with that? 

Mr. ALLEN. Yes, I do, and that is the reason for the research and 
development program that everyone seems to recommend who studies 
the question It is the reason for my reference to changing types of 
ships, that seems to be indicated, and to changing and upgrading of 
the shipyards. 

Senator BuTLer. But can we wait? 

Mr. ALLEN. Let me finish, if I may. I think that if the ship- 
building precedes the improvements, it is the wrong order. If they 
are going to be improved, I think the change will show up rather 
quickly. There are so many things that are being worked on at 
the moment. Those ought to be under consideration before we 
change the subsidy rate. 

Senator Burger. If the Defense Department proceeds on that 
hypothesis, we would never build anything because we all know that 
some of the things being built today for our national defense will be 
superseded a vear or two later by something which is better, and when 
that is produced vou will have to have something behind that. What 
we need is a merchant marine to meet the requirements of our na- 
tional security now. 

Admiral Wilson savs it is essential that we have that. I don’t 
think we have anything approaching that. I think we must now 
take care of the present need. I don’t see any such great change in 
ship construction in the immediate future that would not make an 
ordinary dry carrying vessel built today serve its useful life in the 
service of the United States. 

I believe hydrofoils and all those things are wonderful, but some- 
times we can’t see the forest for the trees. We have to get down to 
the immediate urgent need of the American public, and that is a 
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merchant marine with a maximum readiness and strength to meet 
national defense requirements. 

I think we can demonstrate that we don’t have anything approach- 
ing that. 

The CuatrmMan. John, you have had vast experience in this field, 
and I would like to ask you this question personally as John Allen 
with that experience and not as a me mber of the executive depart- 
ment. Do you think our merchant marine is now ey as ? 

Mr. Auten. That question has given me a lot of trouble in the 
last year. 

The CuarrMan. It has given us a lot of trouble, too. TI will give 
this background. We vote hundreds of oe of dollars for our 
defense, based upon what the Senator from Maryland so aptly said, 
knowing that some of the things we spend money on may be super- 
seded in the next 2 or 3 vears by some new technological advance- 
ments—but we do it because we want to be ready at the time. The 
merchant marine is part of that defense. I don’t think there is a 
person who would say that it is adequate to take care of the needs. 
If we are thinking only of limited wars then we had better cut the 
defense budget tn half. 

Senator Burter. Mr. Chairman, here is another statement from 
Admiral Wilson’s letter which touches directly on that point: 


‘ 


The Department of Defense desires to emphasize that the existence of ' 
active priv: ate ly owned shipyards, together with skills of the shipyard workers 
and the capabilities of the tools, equipment, and facilities, is essential to the 
national defense. * * * 

Prompt and effective action should be taken to institute measures which will 
improve the operational readiness of the U.S. shipbuilding establishment, includ- 
ing the area of ship components manufacture. * * * 

You couldn’t get it any straighter than that, Mr. Secretary, and that 
is just in February of 1959. 

Mr. Auuen. I agree with that, and I would also say, in response to 
your question, that when I went down to the Department of Commerce 
T had in mind the uncertainty that I thought existed in just what the 
Department of Defense would really back when the chips were down. 

I made a complete effort to get as close to the policy as I could. | 
believe that nothing that I have said is at variance with the overall 
defense policy. 

The CuarrMAN. But this question did give so much trouble to you 
and to me and to many of us that the President of the United States did 
say, in 1959, and in 1960, that this is a matter that should be looked 
into in order to keep the merchant marine, in effect—lI can’t quote his 
words—up to this standard of being the fourth arm of defense. He 
repeated it twice in messages to Congress. Since that time we have 
continued going down. 

Senator Butter. May I ask one further question, and then I will 
have completed my examination. 

If we are unable, through the improvement of productivity of labor 
or reduction of labor costs or reduction of materiel costs, to reduce the 
price of shipbuilding in America, under the act as it now stands, the 
probabilities are that we will have no shipbuilding orders. Is that 
correct? 

Mr. Auten. I doubt that it would go down that far. 

Senator BuTLEeR. You were up to 49.5 percent on your last orders, 
weren’t you? 
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Mr. ALLEN. But that is 14 ships of—guessing—45 or 60. The 
others are not subject to subsidy. Coastwise shipping, the tanker 
industry, is always cong to be a source of some 

Senator BurLer. Let me ask this question: If we are unable to get 
a bid from a responsible shipbuilder to build a ship within the Merchant 
Marine Act of 1936, we would have no ship orders for at least another 
vear. What would be the effect of such a contingency? 
~ Me. ALLEN. It would obviously cause unemployment to that extent, 
of both yards and men. 

Senator BurLter. It would also obviously imperil national defense, 
wouldn’t it? 

Mr. ALLEN. To that extent. I don’t think that is gomg to happen 
within a year. 

Senator BurLter. Can we gamble on it? We have just had an in- 
crease in steel wages. You are prob: ably going to have an increase in 
steel prices. I know everything that goes into a ship, if I am reading 
the newspapers correctly, and the prices have already advanced to 
some extent. [1 don’t see how you can hope that we are going to get it 
cheaper. Can the United States of America, the oreat commercial 
power that we are, the bulwark of the free world, afford to take a chance 
or a calculated risk for 1 whole vear of not having a ship contract 
let in the United States? Don’t you think some provision should be 
made (o put some discretion someplace so that if the contingency does 
happen that we can protect ourselves? 

Mr. Aten. Whether vou have to do that now is really the question. 

Senator Butter. Have we the authority to do that? 

Mr. ALLEN. We came to the conclusion that we shouldn’t support 
an amendment to do that now. After all, as I said, the matter of 
negotiation of a bid that called for more than 50 percent has never 
vel been tried. 

Senator Burter. In other words you are saying, gomg back to 
what you said before, that the shipyards are getting so squeezed now 
that they will build a ship for nothing just to keep their men working? 

Mr. Atnen. I don’t think I said that. 

Senator BuTLer. Substantially that. You are talking about com- 
petition being so great now that people are bidding lower, or you hoped 
they would bid a little lower on their ships to get the business. 

Mr. Aten. I doubt that the competition is entirely on the matter 
of giving up profits. There are a few other things that competition 
brings forth. 

Senator Butter. I personally don’t think we should take that 
risk. 

The CnarrmMan. The Senator from Ohio has some questions. 

Senator LAUSCHE. It is my understanding that the Department 
of Commerce opposes the adoption of this bill; is that correct? 

Mr. ALLEN. That is correct. 

Senator Lauscue. I observe from page 2 of your statement that 
in 1936 the differential in the construction cost ranged between 30 
and 40 percent. Is that correct? 

Mr. Aten. I think that is correct. It may have been even lower 
than 30 percent at the outset. 

Senator Lauscne. And that at the present time the differential 
ranges between 48.4 and 52.1 percent? 

Mr. ALLEN. That is correct. 
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Senator Lauscue. In other words, on the basis of what we have 
been doing in the United States, our competitive position has become 
worse than it was in 1936; is that correct? 

Mr. Atuen. The differential is greater 

Senator Lauscue. And if the differential is greater, it means that 
the cost of building in the United States has gone up, compared with 
the cost of building in the foreign nations which build? 

Mr. ALLEN. That would follow. 

Senator Lauscue. It is proposed that this bill raise the subsidy to 
a maximum of 65 percent. 

Mr. Auuen. The bill I believe would raise it to a maximum; there 
would be no percentage maximum. 

Senator Lauscure. No percentage maximum? 

Mr. ALLEN. That is right. 

Senator LauscHe. In other words, Ohio 

The CuarrmMan. If I may interrupt, the bill is intended, to have 
this clear, to leave the flexibility so that the Maritime Board could 
adopt a percentage, whether it be under 50 or over 50, at whatever 
amounts it may be. 

Excuse me, I just wanted to clear that up for the record. 

Senator Lauscue. I will clear it if the chairman will permit me to 
pursue my questions. 

The CHarrMAN. Yes, I will. 

Senator LauscHe. What will be the situation if the differential 
goes bevond 65 percent; if we carry out this philosophy that we have 
to meet the differential, Mr. Allen? Would you care to answer that? 

Mr. ALLEN. Obviously if it goes beyond 65 it will go to a higher 
percentage. 

Senator Lauscuer. Let’s say it will go to 80, and they come in and 
ask that we subsidize up to 80 percent. Does that follow? 

Mr. Auten. That would follow. I think possibly 

Senator Lauscure. Let me go further. And let’s assume that the 
differential becomes a hundred percent, and they come in and ask 
for a hundred percent subidy. Where do we stand as a Government? 
My question is, have we nationalized the maritime industry, or have 
we allowed it to remain in private hands? 

Mr. AtLten. Obviously the industry would be owned and operated 
by private enterprise. The differential that would be paid by the 
Government would be a governmental interest in keeping that industry 
in existence for some purpose. 

Senator Lauscue. Now then let’s depart from the construction cost 
and go into the operating cost. If the same principle is applied to the 
operating cost, will it be possible for the maritime industry to remain 
in private hands? 

Mr. Auten. Well, ves. I think it has to this point, and there is 
no limit on the subsidy in operating cost. 

Senator Lauscue. Mv figures show that up until 1959—these are 
figures supplied by the Maritime Administration—we have provided 
$815 million in subsidies in the operating costs since the enactment 
of this law. Let’s assume vour subsidy in the operating cost goes 
up to 70 or 80 percent of full operating cost. Haven’t you practically 
nationalized the industry? 

Mr. Atuen. I think not. In the first place, there is no proposal 
that all operating costs should be subsidized. And actually the costs 
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that are subsidized are those which provide for the performance of 
labor by Americans rather than by foreigners. 

The situation there is, I think, exactly parallel to whether or not 
we should have the shivs of the Navy manned by Americans or 
foreigners. 

When you need a ship as an auxiliary for the Defense Establishment, 
it is very desirable that there should be a sufficient labor force of 
Americans available and in being, in employment, to make that facility 
immediately available. What is being paid for is not a cost that the 
operator would have if he were free to employ anyone that he pleased, 
but it is a cost that he is obliged to pay because it is highly desirable 
to have an American seaman force afloat. 

Senator Lauscue. It is true that the cost of subsidizing the opera- 
tion may not have gone up as far. But if the principle which is ap- 
plied in providing the construction cost is applied and becomes effec- 
tive in the operational cost, don’t you finally have the Government 
providing all of the money that is necessary to operate the merchant 
marine? 

Mr. Auten. No. In each case the operator provides the amount 
that his foreign competitor provides. He is on the basis of parity. 
The American operator gets no aid from the Government except the 
amount he gets to pay for having American shipyards used and having 
American labor used at sea. 

Senator Lauscug. If our operating costs and construction costs 
vo up, and the operating and construction costs of the foreign nations 
go down, don’t we move more and more into governmental financing 
and operation? 

Mr. Auuen. I think no more than you do when the Government 
buys a plane from Boeing, or when it buys arms from General Motors, 
or buys automobiles from Ford. It is still Government money going 
in to buy something which the Government wants, but the operation 
is as much free enterprise as it ever was. The customer is different, 
but not the enterprise. 

Senator Lauscue. I don’t quite follow vou in your thinking. In 
my opinion we inevitably lead to Government operation. [mper- 
ceptibly we are moving into it. And the more we subsidize, the closer 
we come to a nationalization. 

Let me take a look at this 

Mr. AuLeN. Before we leave that, if I may, I think the contrary is 
truein the American merchant marine. When the Military Sea Trans- 
portation Service was organized, the percentage of Government car- 
goes and passengers that was carried by the Government-owned and 
operated ships was far greater than is now the case. The Government 
has gone the other way. It is buying its service from the common 
carriers. 

Senator Butter. And the point is that they don’t get any more 
than an amount sufficient to meet actual foreign competition in being. 
I think that is the important point. 

Mr. Auuen. If the American operator were free to employ the same 
seamen that his competitor employs, he wouldn’t get any operating 
subsidy. 

Senator Lauscnue. May I put this question: Is it that we are be- 
ginning to price ourselves out of the industry through the cost of con- 
struction and the cost of operation? 
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Mr. ALLEN. That is a difficult question to answer. As I see it, the 
shipyards pay the American labor about the same amount that that 
labor could get if it didn’t work in the American shipyards. They 
would go uptown and do some ‘thing else and get the same pay. The 
shipvards of necessity, to get American labor, must pay an American 
wage based on the American standards of living. That is not true 
when you build a ship in another country. It is true that they pay 
their shipyard workers what those workers could get in another in- 
dustry in that country. When you compare the two, you have a 
difference. The question becomes whether we need and want an 
American shipbuilding industry. The same thing goes for the people 
who are afloat. If thev didn’t get an American standard of living, 
they would come ashore and work and live like Americans ashore. 
They wouldn’t work for a foreign wage that was far below the amount 
necessary to support a standard of living. 

So you get back to the question of whe ther you want to maintain 
an American standard of living for those people, or whether you don’t. 

Senator Lauscue. I concur with that. But as to the facts, ow 
competitive position is growing worse, either because our costs have 
gone up unduly or the earning power and the life of our competitors 
have gone down. 

Mr. ALLEN. That one was too fast for me. 

Senator Lauscne. Let me repeat it. The disparity between the 
cost of operating and building is growing wider. 

Mr. ALLEN. I am not sure that that is true now. 

Senator Lauscue. Is that one of the reasons why you are opposing 
the adoption of the bill? 

Mr. ALLEN. That is one of the primary reasons. The differential 
cost seems to be hovering around 50 percent, and there is no very 
good reason in our opinion to believe that it must necessarily grow 
greater. That is, that the differential would grow greater. It is 
quite likely, or equally likely, that our costs can go up more slowly 
than the foreign costs. 

Senator Lauscue. How long has it hovered around the margin 
of 48.4 to 52.1? 

Mr. Auuen. I think a year or so. 

Senator Lauscue. You are of the belief, therefore, that there is no 
need of increasing the amount of subsidy that would be allowed? 

Mr. AtLEN. Not only because it is hovering, but because we know 
that improvements are being made in the tec hniques, equipment, and 
lavouts of American yards. 

Senator Lauscun. On page 2 of your statement you further have 
this statement: 

The recent bids for the mariner-type ships for States Steamship show that 
between the first half of 1959 and November, shipyards in the United States 
reduced their bid figures. 

Will you explain that and point out again why you consider that 
as a factor in opposing the measure before us? 

Mr. ALLEN. One reason that we have that comes from the publica- 
tion of the Committee of American Steamship Lines for January 
1960, issue No. 1. It says, on page 6: 


U.S. ship prices continue to decline. Recent bids for the mariner-type ships 
for States Steamship Co. show that between the first half of 1959 and November 
shipyards have reduced their figures. Comparing the five low bids for American 
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mail on three ships, April 1959, with the five low bids for States Steamship’s 
three ships, November 1959, shows the average price per like ship-ton has dropped 
about 4 percent, and the assessment of escalation has gone from about 11 percent 
in April to 7 percent in November. 

That is a publication of the people most involved, the American 
subsidized lines. 

Senator Lauscue. Is your department watching this entire problem 
for the purpose of making certain that the merchant marine will be 
adequate? 

Mr. Autuen. Certainly. The Maritime Administration is fully cog- 
nizant of the responsibilities of its office, and I think performs it 
very well. 

Senator Lauscue. Did you have any knowledge of this bill being 
introduced, prior to your appraisal of it through its appearance in 
the Congressional Record? 

Mr. AuueN. The specific bill—I really don’t know. I know the 
sympathies of the chairman. So it wouldn’t be a surprise. 

Senator Lauscue. The bill was not originated 

The CHarrmMan. Thank you for the compliment. 

Senator Lauscue. The bill was not originated in the Department 
of Commerce. Do you know whether that is right? 

Mr. ALLEN. No, sir. 

Senator LauscuHe. Do you know whether it was originated in the 
office of the merchant marine? 

Mr. ALLEN. I would doubt it. 

Senator LAuscun. You would doubt it? 

Mr. Auten. The office of the Maritime Administration? 

Senator Lauscue. Yes. 

Mr. AuueN. | don’t think it originated there. I think they would 
have consulted us before they put it in. 

Senator Lauscue. That is all. 

The CuarrMAN. As a matter of fact, Mr. Allen, you were quite 
familiar with the public hearings we had on this matter in San Fran- 
cisco in December, were you not? 

Mr. Autuen. Actually, I wasn’t. I knew that you were out there, 
and I think I was invited, but I wasn’t out there. 

The CHAIRMAN. You were invited to testify. We had a big meeting 
of all the shipping people—operators, labor, and people who were in- 
terested, including mayors, the Governor of California, and quite a 
substantial number of people representing many walks of life—and we 
had public hearings in December. 

Mr. AutLeN. There is no place I would rather have been to testify. 

The CHatrMAN. I thought we might catch you in the bay area, and 
that is why we invited you. We opened it up to the public. The 
result is—to tell the Senator from Ohio—there have been several con- 
ferences on this bill with the operators, the shipyard construction 
people, and everyone else, due to the fact that this past year there has 
been some concern about the hovering around the 50 percent. It is 
only natural that they would suggest that we take a look at it, so that 
we can revive what we consider a decline in our American shipbuilding, 
and in particular it was motivated by the fact that—as you pointed 
out earlier before the Senator from Ohio was here—that we now rank 
eighth or ninth in world shipbuilding. 

Senator Lauscue. I heard that testimony. 
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The CHarrMan. I didn’t know you were here then. 

Mr. AuueN. I think the hearings are very timely. That is a per- 
sonal opinion. 

Senator Lauscue. Are you familiar with the fact that we conducted 
a hearing last week in which the commercial air cargo carriers are 
urging that indispensably and with extraordinary high priority it is 
necessary, in order to save the Nation, to build a lot of long-range 
air-cargo carriers? 

Mr. ALLEN. I knew that; yes. 

Senator Lauscuse. Are you familiar that the same argument was 
applied to that program as is being applied to this program as the 
reason why we ought to go ahead? 

Mr. AuueN. | would think it would be. 

The CuarrMAN. Are there any further questions? 

Senator Lauscue. | have no further questions. 

The CuarrMAN. Are there any further questions? 

Senator Bartuerr. I have no questions. 

The CHarrRMAN. Thank you, Mr. Allen. 

The Maritime Board will furnish the figures requested. I think it 
involves the whole 502 section. 

Senator Lauscur. May the record show, on the basis of the figures 
which were submitted to me a year ago, that up to June 24,1959, the 
U.S. Government subsidized the merchant marine in its operating 
expense in the sum of $815,867,769; in the construction differential 
subsidies in the total amount of $200,522,725; and in reconstruction 
differential subsidies in the aggregate amount of $27,267,420. 

If those figures are not correct | would like to have Mr. Morse send 
me figures that will correctly reflect the facts. 

The CHarrMaNn. Let the record also show that there has been a 
recapture of over $234 million of that amount up to date. And let 
the record also show that when World War II broke out we spent 
about $17 billion to produce a merchant marine fleet that would take 
care of our defense, because we didn’t have it. And let the record 
show that if we had taken one-tenth of that amount and kept an ade- 
quate merchant marine, we would have probably saved $2 or $3 billion 
at least in the hasty construction we were forced into at the moment. 

And let the record show that because we didn’t have ships, we paid 
Great Britain over a hundred million dollars to rent two ships—the 
(Jueens. 

And let the record show that the American merchant marine hauled 
95.6 of all the cargo to our Armed Forces abroad—all the dry-carrying 
and tanker-carrying vessels. 

And let the record also show the testimony of the Defense Depart- 
ment reiterating over and over and over again that this is literally 
the fourth arm of defense. 

And let the record show that there should come a time when we 
make a decision whether we should have an adequate merchant marine 
and if that decision is yes, then we should proceed under the 1936 
act, which no one suggested we repeal—-the spirit of the act. 








sh 
in 
m 
cel 


He 
U. 


of 


on 
in 


wil 
ma 


Tal 


App 
yu 
pr 
do 


pring 
whic 
‘N 


’ 


\ 


We 














AMENDMENT TO MERCHANT MARINE ACT, 1936 93 


Senator BurLer. Mr. Chairman, I think the record should also 
show and a table should be inserted accurately reflecting the increase 
in ocean-carrying freight rates during the period of the war. It is 
my recollection in some cases they have increased almost 2 ,000 per- 
cent because America didn’t have ships. 

(The matter referred to follows:) 


FEDERAL MARITIME Boarp, 
Washington D.C., March 16, 1960. 
Hon. WARREN G. MaGNuson, 
U.S. Senate, Washington, D.C. 

DEAR SENATOR MaGnuson: This will acknowledge the receipt of your letter 
of March 7, 1960, requesting information to be included in the printed hearing 
on 8. 2584. Your inquiries and our replies thereto are as follows: 

(1) What percentage does the cost of labor and material bear to the total cost 
in the construction of a ship such as a Mariner? 

The ratio of labor and material to the selling price of a ship such as a Mariner 
will vary considerably with the state of the shipbuilding market. Labor and 
material might be as high as 95 percent of the selling price in an extremely com- 
petitive market, or as low as 80 percent during a period where shipyards are able 
to obtain fav orable prices. 

(2) Figures showing whether work in commercial yards has been level recently 
or gone down; and whether Navy work done in commercial yards is increasing. 

The figures requested are indicated in tabulation of data on shipbuilding, ship 
repair, and shipyard employment in the principal commercial shipyards of the 
United States, 1955-60, enclosed herewith. 

(3) Figures showing the increase in ocean freight rates during World War I 
and IT. 

This item has been discussed with members of your staff and we believe that 
material has been furnished you which includes the information you are requesting. 

Sincerely yours, 
Tuos. E. STaKeEm, 
Vice Chairman, Federal Maritime Board. 


Tabulation of data on shipbuilding, ship repair, and shipyard employment in the 
principal commercial shipyards of the United States, 1955-60 





Approximate value of unfinished ship- | Dollar volume of re- 
uilding business underway in the | pair work in principal 
private shipyards (in thousands of private yards (all Employment, shipbuilding and repair 3 
dollars) ! zones) (in thousands 
of dollars) 2 











Com- Com- Com- 
Date mer- Navy | Year| mer- | Navy Date mer- | Navy | Total 
cial | | cial cial 
Jan. 1, 1955 }$122, 000) $501, 0 ‘al 1955) $218, 814) $58, 904) July 1955__ | 14,503) 19,762) 34, 265 
Jan, 1, 1956 | 231,000} 668,000] 1956] 328,389} 62,001) January 1956_ | 11,508) 18,673} 30, 181 
Jan. 1, 1957 949, 000) 704, 000) 1957) 398,591, 36,879} January 1957__| 27,509] 15,327] 42,836 
Jan. 1, 1958 874, 000} 952,000) 1958) 275,511) 41, 297) January 1958_ | 31,8! 53} 16,097} 47,950 
Jan. 1, 1959 659, 00/1, 060, 000 1959} (4) | (4) January 1959__| 26, 636) 25, 670} 52, 306 
Jan. 1, 1960 oe or (4) 1960} (4) (4) January 1960_-| 21,271} 31,111} 52,382 
| mae | 





! Asreported by Shipbuilder’s Council of America, Jan. 1, 1960, figures not available. 

? As reported by Shipbuilder’s Council of America, 1959 and 1960, figures not available. All MSTS work 
is included as commercial work in tabulation. 

§As revorted by Bureau of Labor Statistics and Naval Industrial managers. Includes imployment in 
principal commercial shipyards capable of building large oceangoing ships, except the Electric Boat Co., 
which specializes in naval subs and normally employes about 4,000 men. 

{Not available. 


The CuarrmMan. Thank you, Mr. Allen. 
Senator Butter. I think the record should show both World 
Wars. Let’s have the whole record on both wars. 


51984607 








94 AMENDMENT TO MERCHANT MARINE ACT, 1936 


(The matter referred to follows:) 
OcEAN FREIGHT RatreEs—DoOMESTIC AND FOREIGN 


DEPARTMENT OF COMMERCE, 
MARITIME ADMINISTRATION, 
Washington, D.C. June 5, 1950, 
Hon. WARREN G. MAGNUSON, 
U.S. Senate. 


DeEaAR Senator MaGnuson: Reference is made to your letter of November 29 
1949, and to subsequent conversations with Mr. Ralph Dewey of your staff with 
reference to freight rates during World Wars I and II. 

Attached hereto is statement showing comparison of actual and percentage 
increases Made in liner frieght rates on representative commodities for World Way 
I and World War Il. Also attached is a supporting table showing the sources 
from which the World War [ freight rates were obtained and the year by year 
trend of such rates. i 

In all instances the 1914 rates represe nt those which were in effect prior to the 
start of World War I of that year. The wartime 1918 rates represent, for the 
greater part, those established by the Emergency Fleet Corporation for vessels 
operated or controlled by that agency. Many of the vessels which operated under 
its tariffs were chartered, and we believe it can be fairly stated that many of the 
high frieght rates established by the kmergency Fleet Corporation can be attrib. 
uted to the high charter hire which our Government had to pay to get the tonnage, 
In our research we have also run across evidence that uncontrolled freight rates 
existed which went even higher. 

All freight rates for World War II were taken from conference tariffs offici: illy on 


file with the U.S. Maritime Commission with the exception of the rate on grain | 


from North Atlantic ports to Havre, France, for 1938. This rate was estimated in 
view of the fact that grain rates were on an “open’’ basis at the time. The rates 
for 1945 include war surcharges. 

It is regretted that rates for a greater number of commodities and for a greater 
number of trades could not be obtained. This was because of the inability 
to locate accurate rate data for the years 1914-18 which could be followed through 
with any continuity. This difficulty arose from the long lapse of time and the 
fact that until the U.S. Shipping Board came into existence no organization existed 
to collect and act as a repository for such data. 

While complete records of all commodities and trades are available for the 
years 1938 and thereafter compilation has been limited to those commodities and 
trades on which 1914-18 comparisons were available as it was understood the 
purpose of your request was to determine what happened in World War I and 
World War II freight markets. 

The comparisons in the attached statement are most revealing. The compila- 
tion shows that the level of those rates existing before the First World War was 
much lower than comparable 1938 rates just previous to World War II. Thisis 
not surprising as costs had arisen considerably, in the 24-year period. However, 
the percentage of increase of that level which took place during World War I far 
exceeded the percentage of increase which took place during World War II. Of 
course, starting at a lower base level it would be expected that the percentage of 
increase in the first period would be higher than in the second period, but it could 
not have been expected that the increase should be 1,000, 2,000, and 3,000 percent 
as against an increase of 482 percent on wheat, which is the highest percentage 
of increase shown in the second period and is explained by the fact that the 1938 
rate used on wheat was the minimum listed that year and not the average. 

It also would not have been expected that the rates on specifie commodities 
during World War I, starting as they did on a lower level, would have reached 
levels far higher during that war than were reached during World War II. Such 
appears to be the case on every commodity trans-Atlantic; also on general cargo, 
iron and steel trans-Pacific. ‘the example of cotton presents a most outstanding 
case. At the end of World War II the rates on cotton had risen to $38.64 to 
Havre; whereas in World War I the rate rose to $145.69 or nearly five times as 
much. 

This marked disparity bet veen the increases during the two wars can be 
explained first and foremost by the fact that in the second war the United States 
had a merchant fleet which could and did support every effort of the United States 
to control the rates through the Ship Warrant Act and otherwise. Without that 
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feet it would have been very difficult to have controlled the rates to be charged 
by foreign-flag vessels using our ports. It is also significant that during World 
War I the carriers allowed most of the steamship conferences which had established 
the rates prior to the war to dissolve or to become inactive, and there was, there- 


| fore, no opportunity for joint expression by the carriers on runaway rates. During 
| the Second World War this mistake was not allowed to occur and the steamship 


conferences were continued and were utilized very extensively in policing and in 
helping to est: iblish the freight rates. 
It is hoped that you will find this rate information of value. 
Sincerely yours, 
Joun T. Koeu er, 
Acting Administrator. 


TaBLE XVI-A.—Comparison of actual and percentage increases made in liner 
freight rates on representative commodities, World War I and World War ITI 
[Rates are per ton of 2,240 pounds except as otherwise specified] 


(A) UNITED STATES NORTH ATLANTIC 








World War I World War II 
1914 1918 |Percentof}; 1938 1945 |Percent of 
increase increase 

To United Kingdom: 

DR iidtnwae ci wadnkbacaneiabee waus $1. 90 $25. 65 1, 250 1 $2. 69 $15. 68 482 

a alia Ss chin cnn wala aeaieieitaiinlnes 2. 24 21.41 855 5.15 15. 68 204 

Provisions -____- * 4. 86 66. 00 1, 258 14. 56 21.17 45 

Apples, ordinary stowage, | pe r barrel. as . 669 3. 00 348 . 80 2.10 162 

Lumber, soft____- aca 3. 696 66. 00 1, 685 14. 56 25. 98 7 

General cargo, per 40 cubic feet______- 4.25 66. 00 1, 452 20. 00 31. 50 57 
To Havre, France: | 

etre interes Lito tattoo ‘ 2. 28 74. 95 3, 187 23.75 14.17 278 

ewan ees 4. 032 75. 00 1, 760 4. 928 15. 456 213 

Provisions. - _- = 6.72 66. 00 897 14. 00 23.18 65 

General cargo, per 40 cubic feet_______| 5. 00 66. 00 1, 220 20. 00 34. 50 7% 
To Genoa, Italy: 

Grain. Feet see | 3.14 92. 47 2, 844 8. 96 16. 80 87 

aes ie | 4. 256 92. 49 2, 073 8. 96 16. 80 7 

Provisions. __- 7. 30 75. 00 927 16. 00 30. 00 88 

General cargo, per 40 cubic fect. | 6.08 75. 00 | 1,117 22. 00 37. 50 70 





(B) UNITED STATES GULF (NEW ORLEANS) 





To United Kingdom: 2 
Cotton, high density $6. 272 $140, 00 2, 182 $11. 20 $33. 60 162 
Cottonseed cake_- Se 2.43 | 321.90 801 6. 00 15.75 184 
Four. .... 4. 032 23. 97 494 5. 60 15. 90 110 
Lumber, soft, pe r t 000 feet 7.30 88. 38 1,110 15. 00 31. 50 

To Havre, France: 245 
Cotton, high density__- 7. 84 145. 60 1, 757 11. 20 38. 64 157 
Cottonseed cake____ 3.16 3 33. 60 998 6. 00 15. 46 155 
Ra Sk Ea 4. 032 75. 00 1, 760 6.05 15. 46 141 
Lumber, soft, per 1, 000 feet - a 7.30 130. 00 1, 680 15. 75 37.95 

To Genoa, It: ily: | 160 
Cotton, high density ___-- ae " 8. 512 156. 80 1, 742 12. 32 32. 00 7 
Cottonseed cake | 5.35 3 30. 24 465 8. 96 16. 80 87 
PRUE. occwn 4. 928 92. 49 1, 776 8. 96 16. 80 88 
Lumber, soft, per 1 000 feet _ a a 8. 82 150. 00 1, 600 18.75 35. 40 





(C) UNITED STATES PACIFIC 


To Asia, east coast: 


Flour, per 2,000 pounds. -- $3. 50 $20. 00 471 $7. 00 $21. 93 213 
Lumber, per 1,000 feet board measure. 8. 00 40. 00 400 15. 50 41. 85 170 
General cargo, per 2,000 pounds or 40 

cubie feet_ ae 10. 00 45. 00 350 18. 00 35. 10 95 
Iron and steel, per 2,000 “pounds. | 3. 60 430. 00 733 6. 00 20. 25 237 








! Minimum rate; lines had privilege charging higher rates dependent upon market and other conditions. 
? Estimated rate; conference rate ‘‘open.”’ 

§ Rate as of Jan, 1, 1916; subsequent rates unknown. 

4 As of Jan. 1, 1916; subsequent rates unknown, 
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E XVI-A (1).—Supporting statements showing source and year-by-year trend 
in liner freight rates during World War I 
[Basis for World War I rates shown in table X VI-A] 
(A-1) UNITED STATES NORTH ATLANTIC 














1914 1916 1917 1918 
ee SE punemnaneans: | ee ee | ee eens 
To United Kingdom: | 
Grain, per bushel bawaeuc soem (A) $0.051 | (A) $0.507 | (SB) $0. 687 | sceccaaee 
Flour, per 100 pounds..____________- (A) .10 | (A) 1.00 | (J) . 505 | (J) $0. 956 
Petroleum, per 2,240 pounds (SB) | _.| (SB) 50.00 (J) 1 128.00 
Provisions, per 100 pounds_-________ (A) aan. | (em) 1.25 | (E) 2.679 | (E) 2. 946 
Lumber, soft, per 100 pounds_...___} (A) .165 | (A) 1. 20 (E) 2.679 | (E) 2. 946 
py SS | (A) . 669 | (A) ba Nitec eid 3.00 
General cargo, per 40 cubic feet_..._| (A) 4. 25 (A) 25.20 | (E) 60. 00 (E) 2 66. 00 
To Havre, France: | 
Grain, per busiel........<:........-) (A) PO i i | (E) 2.008 | (E) 2. 008 
Flour, per 100 pounds-___.___.____- (A) .18 (A) 1. 50 (E) 3.348 | (E) 3. 348 
Provisions, per 100 pounds___.___._| (A) . 30 (A) 2. 00 (E) 2.679 | (E) 2. 948 
General cargo, per 40 cubic feet_..._| (A) 5.00 | (A) 35.00 | (EB) 60.00 | (E) 3 66.00 
To Genoa, Italy: 
Grain, per bushel. .--.__-- bet Bee can® (A) .084 | (A) 608 | (E) 2. 388 | (E) 2. 477 
Flour, per 100 pounds--______.___.- | (A) .19 | (A) 175 | (E) 3.906 | (E) 4. 129 
Provisions, per 100 pounds- --___- _| (A) | (A) 1.75 | (E) 3.013 | (E) 3. 348 
General cargo, per 40 cubic feet.....| (A) 6.08 | (A) 30.00 | (E) 67.50 | (E) 4 75.00 
| | 
(B-1) UNITED STATES GULF 
To United Kingdom: 
Cotton, per 100 pounds -| | A) $0.28 | (A) $3.00 | (J) $6.50 | (J) $6. 25 
Cottonseed cake, per 2,240 pounds__| (A) 2.43 | (A) 21.90 | e 
Flour, per 100 pounds | (A) .18 | (A) 1.01 | (J) . 589 (J) 1.071 


Lumber, soft, per 1,000 feet board | 
measure... .....- (A) 7.30 | (A) 12. 32 (E) 5 6 88. 38 
To Havre, France: 


| 
Cotton, per 100 pounds | (A) 35 | (A) 2.50 | (EF) 6.25 | (EF) 6. 50 
Cottonseed cake, per 2,240 pounds (A) 3.16 | (A) 33. 60 
Flour, per 100 pounds ss (A) 18 A) 1. 50 (E) 5 3. 348 


Lumber, soft, per 1,000 feet board | 
Rane Ee os | (A) 7.30 | (A) 115.00 | (BE) 5 130.00 | (BE) 5 130.00 
To Genoa, Italy: 


Cotton, per 100 pounds (A) 38 | (A) 2.25 | (E) 6.75 | (E) 7.00 
Cottonseed cake, per 2,240 pounds (A) 5.35 | (A) 30. 24 | eee 
Flour, per 100 pounds ; (A) .22 | (A) 1.35 | (E) 53.906 | (E) 5 4. 129 
Lumber, soft, per 1,000 feet, board | 
I icnvincacsuwsay nen eee 8.82 | (A) 100, 00 (E) 5150.00 | (E) 5 150. 00 
(C-1) UNITED STATES PACIFIC 
To China (Hong Kong): 
Flour, per 2,000 pounds 7 (A) $4.00 | (A) $9.00 | (J) $15.00 ] (J) $20. 00 
Lumber, per 1,000 feet board meas- 
ure_. (A) 10.00 | (A) 17.00 | (J) 25.00 | (J) 40, 00 
Iron, steel, per 2,000 pounds (A) 3.60 | (A) 30. 00 
General cargo, per 2,000 pounds or 
40 cubic feet } (J) 10.00 | (J) 22.50 | (J) 25.00 | (J) 45. 00 
1 Lubricating oil. 
2 Johnson report shows rate of $140. 
§ Johnson report shows rate of $06.67. 
4 Emergency Fleet Corp., tariffs show rate of $90, July 23 to Aug. 1, 1918 
5 Rate from U.S. North Atlantic ports, gulf rates same or higher 
6 Converted to 1,000 feet board measure on basis of 3,000 pounds equals 1,000 feet. 
CIA: hnisismiuiiel Indicates source, Alexander report, 64th Cong., Ist sess., Rept. No. 659. 
(SB) ____.._Indicates source, U.S. Shipping Board Annual Report, 1917. 
(E)__.......Indicates source, tariffs of Emergency Fleet Corp., published in Annual Report of President of 
the U.S. Shipping Board Emergency Fleet Corp., 1919. 
(J) .........Indieates source, U.S. Shipping Board Report, ‘‘Ocean Freight Rates and Terminal Charges,” 


by Emory R. Johnson, 1919. 


The CHairMAN. It is now 10 minutes to 12. We have three other 
witnesses on this particular bill. The Administrator of the Maritime 
Administration is here, and he may wish to offer testimony on this, too. 
Mr. Shapiro I see is here, and he has some testimony to offer. Also 


Mr. Nemec, of Lykes Lines of New Orleans. 
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We also have S. 2618, in which the Senators from Alaska have an 
interest. We will have to pass over the other witnesses in S. 2584 
and proceed to S. 2618 so that they can be accommodated in this 
matter of deep interest to them. 

Witnesses on S. 2584 will be heard tomorrow morning when we 
resume at 10 o’clock. 

(Thereupon the committee proceeded to the consideration of other 
business, at 11:53 a.m., this day.) 











AMENDMENT TO THE MERCHANT MARINE ACT, 193¢ 
(Construction Differential Subsidy) 


TUESDAY, FEBRUARY 16, 1960 


U.S. SENATE, 
COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
SUBCOMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington, D.C. 

The committee was called to order at 10 a.m., in room 5110, New 
Senate Office Building, Hon. Warren G. Megnuson (chairman) 
presiding. 

The CHarrMan. Now, we will go back to S. 2584, the 50-percent 
ceiling construction subsidy legislation. 

I asked the Chairman of the Maritime Board vesterday to give us 
some testimony today on this matter. 1 see the Chairman is here. 

We will be glad to hear from you on S. 2584. We heard a great 
deal from John Allen, the Under Secretary of Transportation, on this 
matter. 


STATEMENT OF HON. CLARENCE G. MORSE, CHAIRMAN, 
FEDERAL MARITIME BOARD 


Mr. Morse. Good morning, gentlemen, 

I do not have a prepared statement. 

The CHatrrMAN. Maybe the chairman could help here. 

The testimony yesterday of Mr. Allen, in effect, was that they didn’t 
think the passage of the legislation at ‘this time might be necessary 
because he had hopes that ‘the cost of shipbuilding would be on the 
downgrade, both foreign and domestic. Therefore, as long as the 
matter was now hovering between 48 and 52 percent, he had hopes 
that it would remain in future contracts below the so-called 50-percent 
limitation. 

I pose that question to you, whether or not, from your experience 
on the Maritime Board, that you personally entertain such hopes 
yourself on this matter. 

The Board has had charge of all of these contracts, and it has 
watched this gap, as it were, between the foreign shipbuilding and the 
domestic shipbuilding get wider and wider, and “the y have also watched 
the necessity, under the law, of getting up to the 50-percent limitation. 

The Board, of course, in every case doesn’t set this itself. It is 
based on the cold figures of the difference under the law. The Board 
has no desire to make it 51 or 52 or 48. You just have to do under 
the law what you must in the best way you can judge it. 


Mr. Morse. Correct. 
99 
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The CuairMAN. You make studies every year, continuing studies, 
on foreign shipbuilding costs. I think you get the average fairly 
accurate. 

Mr. Morse. We think we do, quite accurately. 

May I answer your question a little bit differently than you asked? 

I am not testifying in opposition to the administration position 
as indicated by Mr. Allen. 

The CHarrMANn. I understand. 

Mr. Morse. There are a half dozen points or so that I think should 
be called to the attention of this committee. 

First, the 1936 act contemplates parity. If the operator pays more 
than the foreign cost, that is, if construction subsidy rate exceeds 50 
percent, then parity is not achieved. 

Secondly, the construction subsidy is a subsidy to the shipbuilders 
and not to the shipowners. 

Thirdly, if for national defense reasons we need a shipbuilding ca- 
pability—and that in my opinion is the basis for construction subsidy 
and the requirement that subsidized vessels be built in U.S. yards 
then the Government, rather than the shipowner, should pay the cost 
insofar as it exceeds the foreign cost. 

Fourth, if the construction subsidy cost becomes too burdensome, 
then the Congress should review whether the construction subsidy 
program is required at all, irrespective of whether it is above or below 
50 percent, 

Fifth, in my opinion the existence of the 50-percent ceiling on con- 
struction subsidy fails to serve as a governor on American bidding 
because, (a) some recent bids have exceeded 50 percent despite section 
502 bs ‘ing the 50-percent ceiling; (b) American bidders will bave to 
know in advance of the placement of his bid what the Maritime 
Administration will determine to be the estimated foreign cost in order 
for him to be sure that he doesn’t double the foreign cost, and they 
don’t know in advance what our estimate of foreign cost will be; (e) 
the American bidders are having to compete against all other Ameri- 
cans on a purely competitive basis. 

Sixth, as a Board member, | am not in favor of forcing an operator 
to proceed with building where 50 percent is breached, despite con- 
tractual obligation, because it breaches the parity principle and be- 
cause of increased difficulty we as a Board would have in finding 
economic feasibility under sections 601, €064, and 1104(c) of thestatute, 
and article 1.9 of the subsidy contract. 

The result may mean less or no shipbuilding if the 50 percent is 
breached. 

Seventh, in my personal opinion the American vards cannot reduce 
their selling price to a degree which exceeds the ability of foreigners 
to reduce their selling prices. This would mean a reduction of $2 on 
the American bid for each $1 reduction on the foreign bid, 

While some reduction in building costs might be made by curtailing 
mounting costs in yards, and increasing productivity, such reduction 
is speculative as to amount. In all events, a major modernization 
program by a yard must be accompanied by an award of a large 
number of ships to that yard to justify the capital expenditures for 
modernization. 

Finally, section 101 contemplates both a healthy ship-operating and 
shipbuilding industry. In my opinion this conte mplates efficient ‘ship- 
yards and reasonable profits to the builders. 
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The CuatrMan. We thank you for vour views, Mr. Morse. They 
are views based upon the cold, practical operation of the shipbuilding 
sections of the Merchant Marine Act of 1936. Despite the fact that 
I don’t think the Board particularly likes to see any time when the 50 
percent spills over, those are the cold, practical facts of the situation. 

I do see the point vou make on the foreign yards, that it is a 2-for-1 
reduction, and I don’t see how we can keep up with that if they want 
to sharpen their pencils and get down further. It is most difficult. It 
is 2 for 1, rather than even. I don’t think we can keep even, do you, 
sometimes, the way they operate? It is pretty difficult. 

Mr. Morskr. It is very difficult to do so. 

The CHarrMAN. Are there any questions? 

Senator Burumer. I have some. 

Does the Senator from Ohio have some? 

The CHarrMan. The Senator from Ohio. 

Senator Lauscus. Obviously the differential in the cost of building 
has grown wider rather than less since the time the basic bill was 
passed. 

Is that correct? 

Mr. Morse. That is correct. 

Senator Lauscur. The testimony yesterday was that the differen- 
tial, I believe, in 1936, was about 36 percent—36 or 38 percent. 

Mr. Morse. In that area. 

Senator Lauscue. And it is now up to 48 to 52; is that correct? 

Mr. Morse. Yes, sir. 

Senator Lauscur. What is the cause for the fact that our cost has 
gone up and the cost of the foreign countries has not gone up? 

Mr. Morse. The more rapid increased labor cost and material cost 
on the American side than on the foreign side. 

Senator Lauscun. That is the principal reason? 

Mr. Morse. Yes, sir. 

Senator Lauscner. That is, labor cost and material cost? 

Mr. Morse. Right. 

Senator Lauscne. Do you feel that the steel settlement will have 
some impact on the cost in the United States of building ships? 

Mr. Morse. I think it is bound to have an impact. 

Senator Lauscuer. And as our labor costs go up, the ability to com- 
pete with the foreign producer of ships goes down? 

Mr. Morse. Correct. We can’t compete with foreigners at the 
present time under any circumstances, on an even basis. 

Senator Lauscue. Does it follow, then, as we keep increasing the 
price of building ships, that the sudsidy of the Government must, of 
necessity, be increased correspondingly? 

Mr. Morse. To the extent that the foreign cost does not follow up 
as rapidly as the domestic cost, it would mean an increased subsidy 
by the Government. 

Senator Lauscne. Would this, then, in your opinion mean that 
from the standpoint of building ships, we are pricing ourselves out 
of the market? 

Mr. Morse. Yes, sir. We are priced out of the market, in the 
international market, at the present time. But 1 might mention to 
you, Senator Lausche, that there were a number of ships contracted in 
American yards by foreigners for foreign operation during the Suez 
situation. 
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Senator Lauscue. During the Suez situation? 

Mr. Morse. Yes. But that was for one major reason. Despite 
our higher cost they were able to get a more prompt delivery so that 
they could make up their excess capital cost on their earnings. 

Senator Lauscue. Would you express an opinion on this conclusion 
of mine: That if the price of building goes up, and if we keep aggravat- 
ing our ability to compete, the Federal Government will have to con- 
tribute to the extent that we are increasing our prices and taking our- 
selves out of the market? 

Mr. Morse. So long as we require a shipbuilding capability, that 
is the fact. 

Senator Lauscue. In this case that we have before us now, it is fair 
to say that to the extent the price of building has been increased, the 
taxpayers of this Nation will have to make up that increased price in 
the shipbuilding industry? 

Mr. Morse. Correct. 

Senator LauscHe. Your position is that 

Mr. Morse. That is in respect of vessels that receive construction 
subsidy. 

Senator Lauscuer. Your position here is that under the purovose of 
the 1936 act it was intended that we will establish a parity; is that 
correct? 

Mr. Morse. It was intended that the operator should be on a 
parity basis as to ship acquisition cost and as to his operating cost 
with his foreign-flag competitor. 

Senator Lauscne. And that so long as that purpose remains un- 
changed, there is nothing that we can do except keep increasing the 
subsidy to correspond with the increased cost of building in the 
United States; is that correct? 

Mr. Morse. That is correct, as long as the legislation remains as 
it is. 

Senator Lauscur. Do you see any possibility that the condition 
will grow worse as time goes on? I know you are looking into the 
future. 

Mr. Morss. It is difficult to answer that. The trend has been over 
the last 20-odd years for an increase in the spread of shipbuilding 
costs, and I see nothing in the immediate future which would indicate 
that the foreign cost level will increase more rapidly than the American 
cost level. 

The CuatrMan. Then it would be fair to assume that as time goes 
on the probability is that we will have to lift the ceiling above the 
65 percent? 

Mr. Morse. I don’t know where you get the 65 percent figure. 

Senator Lauscur. What does the bill provide? 

Senator Butter. No limit. 

Senator Lauscun. Then we have reached the stage where there is 
no limit at all. Is that what the bill is? That is, that you are to 
provide the subsidy for the differential, regardless of what the amount 
is? 

Mr. Morss. That would be the effect of the bill; ves, sir. 

Senator Lauscur. And that differential might be 60, 65, 80, or 90 
percent. 

The CHarrMan. Or 40. 
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Senator Lauscue. Or 40. 

Mr. Morse. It seems unlikely to me that we would reach even 65 
percent in the foreseeable future. 

Senator Lauscur. Are you sufficiently familiar to be able to tell 
why they placed a limitation of 50 percent on it when the law was 
passed? 

Mr. Morse. My recollection is that—we had this researched at one 
time—they put that on as an arbitrary figure because they thought 
we would never achieve that 50-percent status. 

Senator Lauscur. Last year, when we passed the bill for the 
building of the two supe rliners, did you have any idea that this vear 
they would be coming in for an increase in the building of the ordinary 
cargo-carrying subsidy? 

Mr. Morse. I am not surprised that they have. I don’t recall 
that anyone spoke to me about it. But I was aware that the differ- 
ential was gradually increasing, and had been for the last number of 
years. 

Senator LauscHr. Maybe you can give me this information. We 
are now dealing with ship construction. I would now like to go into 
the subject of ship operation. Has the differential in the cost of oper- 
ating the ships gone up also? 

Mr. Morse. The dollars we pay have gone up, but I don’t think 
that the differential has gone up substantially. We are paying about 
75 cents on the dollar on seafarers’ wages, between 75, 80 cents, and 
$1, is being paid by the Government. In other words, the foreign 
competitor’s wage costs, the manning of the ships, is roughly a quarter 
of what it is with the domestic operator. 

Senator Lauscue. Then the taxpayers of the country are paying 
three-quarters of the cost of operating the ships? 

Mr. Morse. Of the manning costs. 

Senator Lauscue. Of the manning costs? 

Mr. Morse. Yes, sir. 

Senator Lauscure. What percentage of the total cost is reflected by 
the manning cost of operation? 

Mr. Morse. I would have to hazard a guess on that. I will be 
glad to supply it for the record. 

Senator Lauscue. Let’s put it a different way. The taxpayers 
are paying 75 percent of the manning costs of the merchant marine. 

Mr. Morse. The subsidized portion. 

Senator Lauscur. What items go into the nonmanning costs? 

Mr. Morsr. Do you mean that we subsidize? We subsidize four 
at the present time: manning, subsistence, maintenance, and repuir, 
and insurance, to the extent that those items are in excess of the like 
costs of the foreign competitors. 

Senator LAuscHe. What percentage of the nonmanning costs do 
we subsidize? 

Mr. Morse. I can’t answer that offhand. I will have to supply 
that for the record. It varies. As I recall in our maintenance and 
repair item it is anywhere from 40 to 50 percent. 

Senator Lauscue. | wish, Mr. Morse, that you would prepare a 
statement showing the figures on this last question. 

Mr. Morse. I can do it very readily. 
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(The statement referred to follows:) 


FEDERAL MARITIME Boarp, 
Hl Washington, D.C., March 18, 1960. 
Hon. WARREN G. MaGNuson, 
Y ° y . Y . Y ’ y > 
Chairman, Committee on Interstate and Foreign Commerce, U.S. Senate, Washington, 


D.C. 


Dear Mr. CuatrMaNn: Replying to your letter of March 9, 1960, we are pleased 
to transmit the information listed herein for inclusion in the printed record of 
your hearings on 8. 2584. 

(1) The percentage of nonmanning costs subsidized by the Government is 
shown in the following tabulation of the operating costs of all subsidized voyages 
terminated in 1958, the latest for which this information is available for the 
entire year: 

















| Amount | Percent 

apaiamcne 

Subsidizable costs: | 
Wages a aida ecw Cemented eee $172, 755, 847 31. 06 
I ik a kT a dt 21, 809, 331 3. 92 
I a a eo deceabimcane 27, 789, 792 ». OO 
ee A, 14, 401, 791 2. 59 
 POCRCEION OF INGOIIDILY IRBUTENOD one a ccnncecscccennersscnennececns 17, 401, 045 3.13 
ee aaa baGuicebuveranukn | 301, 998, 267 | 54. 30 
Tae I TOOT ee ham nican eee -| 556, 156, 073 | 100. 00 
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Excluding wages, therefore, the percentage of subsidizable operating costs, 
in relation to the total vessel operating cost, amounts to 14.64 percent. It must 
be borne in mind, of course, that these cost figures are subject to audit and, in 
a number of cases, the actual rates of subsidy have not yet been determined or 
published. 

(2) There is attached hereto a copy of page 584 of the Maritime Administration 
budget estimate for the fiscal year 1961, which lists the amounts of subsidy accrual 
and recapture by calendar year, beginning with 1947 and extending through 6 
months of 1961. A comparison of the totals for this period shows that 13.65 
percent of the moneys expended for subsidy is expected to be recovered. 

(3) A copy of a “Summary of 1961 Budget’’ is attached hereto, which shows 
the amounts appropriated in 1960 and requested for 1961 for both ship construc- 
tion and operating-differential subsidies. ‘The net amount of operating-differential 
subsidies owed and/or paid by the Government to subsidized ship operators since 
the beginning of the subidy contracts under the Merchant Marine Act, 1936, as 
amended, is $962,619,489. As subsidy figures are subject to change through 
recapture, none of the transactions can be considered final until the contracts are 
complete and adjusted. 

With respect to construction-differential subsidies for new construction, the 
total amount paid out as of June 30, 1959, was $498,661,349. This figure is subject 
to adjustment, however, because of subsidies amounting to $83,527,424 which 
were applicable to vessels reacquired by the Government and vessel losses cov- 
ered by insurance, as well as adjustments of $210,273,075 in construction subsidies 
applicable to the prices of vessels sold under section 9 of the Ship Sales Act of 
1949, thus making the residual cost of construction subsidies $204,860,850. 

(4) With respect to operators having to pay in excess of parity with their foreign 
competition, to date there has been no actual payment in excess of parity by any 
shipowner, but it is expected that four construction awards made in 1959 and 1960 
may fall in this category. A tabulation, showing the excess cost based on esti- 
mates made at the time of the contract awards, is attached hereto. The Grace 
Line contract is on a fixed-price basis, so the estimated excess cost should not be 
subject to any appreciable change. The other contracts are on an adjusted-price 
basis, subject to material and labor escalation, and it 1s not possible at this time 
to state positively what the actual cost to the owner willbe. According to present 
indications, increases in material and labor costs may not be as great as originally 
expected, with the result that the excess payments by the owner may well be 
less than those shown on the tabulation. 

Sincerely yours, 


Tuos. E. Straxem, Jr., Vice Chairman, 


’ 
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Senator Lauscue. If this bill is adopted, the formula of providing 
the subsidy for shipbuilding will be practically the same as that for 
providing the subsidy in the ship operation. 

Mr. Morse. That is correct. 

Senator Lauscue. There will be no limit? 

Mr. Morse. That is correct; 75 or 80 percent of our subsidy for 
operations is for seafaring wages. 

Senator LauscnHe. Repeat that. 

Mr. Morse. Of our total appropriation for operating subsidy, 75 
or 80 percent is paid to American seafaring personnel. 

Senator Lauscur. Then 20 to 25 percent is then paid for the 
nonmanning? 

Mr. Morse. For the other three items that we subsidize. 

Senator Lauscue. I think that is all. 

Senator Butter. Mr. Chairman. 

The CuatrMANn. The Senator from Maryland. 

Senator Burter. Mr. Administrator, I want to compliment you 
on a very excellent statement. It is a statement that I think is very 
enlightening. In the first place, it shows that if we are to continue 
the Merchant Marine Act of 1936, we must have parity. And the 
Government must make the stern choice—if it needs the defense 
potential of the American Merchant Marine—it must be willing to 
pay for it the same as it does for its rockets and tanks and everything 
else which have increased in value. Also, you, Mr. Administrator, 
have been very forthright in your statement, and I personally appre- 
clate it. 

I would like to ask you one question in connection with the examina- 
tion of the Senator from Ohio, and then I have several questions 
that I would like to ask you on my own. 

We have, according to figures introduced yesterday, spent some 
$800 million over the life of this program for various subsidies to 
shipowners and operators, have we not? 

Senator Lauscure. Mr. Chairman, if the Senator will yield. I 
obtained new figures which I can’t say increase the amount or decrease 
the amount. I would like to have those new figures put in by the 
chairman as he understands them to be. 

(The matter referred to follows:) 
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Senator Burter. Good. All right. If the chairman will do that, 
the point that I want to make is this: That while the Government of 
the United States bears these costs, there is a recovery item to the 
extent of approximately 25 percent of these costs. So the Government 
has in fact recovered some of this money. Isn’t that correct? 

Mr. Morse. I don’t have a copy of that statement from Senator 
Lausche. 

Senator Lauscue. I might say that the figures which I have, which 
I put in the record, obv iously had those sums excluded. 

Senator Butter. That is the point I want to make. As the record 
now stands, they were excluded. 

Senator Lauscue. These figures were given to me by your office: 
Total accrued subsidy—pardon me— 

Senator Burter. I want to clear this. 

Senator Lauscue. Total accrued subsidy, $1,128,294,349. I will 
give the figures in round numbers. 

U.S. Government recapture withheld, $183 million. 

Subsidy payable, $944 million. Payments made, $815 million. 
Balance due, $128 million. 

Mr. Ackerman, of the Maritime Administration, who gave the above 
figures, stated that the amount of recapture withheld, $183 million, does 
not, of course, include amounts recaptured prior to World War II. 
Since that time we obtained those figures, and they are $32 million. 
So the total recapture is $215 million against $1,128 million paid. 

Senator BurLter. The point I want to make, on the basis of those 
figures, is this: That while the Government pays a subsiby to ship- 
builders and operators, it nevertheless does not permit any of them to 
get any more than would make them break even with their foreign 
competitors. And if they get any more than that, they have to refund 
the money back into the Treasury. Isn’t that correct? 

Mr. Morse. That is not quite correct. 

Senator BurLer. What is the situation? 

Mr. Morse. We pay them subsidy which puts them on a parity as 
to certain operating costs, the four items of cost that I referred to. 

The recapture is applicable against their profits. They are per- 
mitted to retain 10 percent after taxes of their profits, based on their 
capital necessarily employed, which is roughly comparable to their net 
worth. To the extent that they have profits in excess of that 10 per- 
cent, one-half of those excess profits is returnable to the Government 
over a 10-vear period. That is the $215 million that Senator Lausche 
referred to. 

The foreigners may or may not make profits, as much or greater. 
So that the subsidy has no direct relationship, or the recapture has no 
direct relationship to the profits that the foreigners may make. 

Senator BurLer. We naturally assume that they make much larger 
profits than we do because they get the same rates we do and their 
manning costs are not as much as ours, and their material costs are not 
as much as ours. 

Mr. Morse. They have some cost advantages that the American 
operators do not. 

The CHarrMAN. Senator Lausche would like to have in the record, 


from the Board, these figures that he mentioned. They will go in the 
record at this point. 
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Senator Lauscne. You should prepare a letter and put in the 
operating figures and ship construction figures. 

Mr. Morse. We will do so. 

The CuatrMaNn. The record will remain open for that purpose. 

(The matter referred to follows: ) 


Department of Commerce, Federal Maritime Board, Maritime Administration— 
Summary of 1961 budget 





Appropria- | Request 1961 
tion 1960 
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1 Figures include anticipated 1960 supplemental appropriation of $32,000,000 for operating-differential 
subsidies, 


SHIP CONSTRUCTION 


Title V construction, $106,000,000.—(Construction-differential subsidy and 
national defense features) 14 cargo and combination ships under the ship replace- 
ment program, f 

Acquisition of replaced ships, $14,000,000.—Acquisition of 14 ships traded in 
under the ship replacement program. 

Research and development $6,000,000.—Provides for special studies, component 
development and nuclear research. 

Administrative and warehouse, $3,000,000.—Expenses incident to administering 
the authorized program. 


OPERATING-DIFFERENTIAL SUBSIDIES 


Contemplates payment of 100 percent of subsidy payable due each operator 
through calendar year 1956. 

Language of appropriation provides for maximum allowable voyages under 
contract of 2,190; this will permit an increase of 175 voyages over the number 
currently under contract. 

SALARIES AND EXPENSES 

Administrative expenses.—Provides increases in funds for additional staff for 
regulatory, operating subsidy and Federal ship mortgage insurance activities. 

Shipyards and warehouses.—Provides for maintenance of two shipyards, disposal 
of excess warehouse stocks, and consolidation of east coast warehouses. 

Reserve fleet erpenses.—Provides maintenance of 922 priority vessels. 


MARITIME TRAINING 
Provides continuation of present program for training cadets at Kings Point. 


STATE MARINE SCHOOLS 


Provides continuation of present program for aid to States and student allow- 
ances as authorized by Public Law 85-672. 
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Summary of current ship construction program 


| 1958 | 1959 | 1960 | 1961 


Replacement program: | 
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Senator Butter. Is it not a fact that even though recent ship- 
building bids have shown a downward trend, there has been a steady 
increase in the cost of building ships? 

Mr. Morse. Yes, sir. Let me say this. Some of the recent Mari- 
ner bids, we have had better prices, less expensive bids on ships than 
we did a year or so ago, primarily because the yards are hungry for 
work and they are bidding with little or no profit in the bid. Less 
than a couple of years ago, because they had quite a backlog of orders 
for tankers which developed solely through the Suez situation. 

Senator Butter. You maintain the records in your department 
which will show how the shipbuilder made out after the ship has been 
delivered, whether or not he made a profit; do you not? 

Mr. Morse. Yes; we do have those records. 

Senator But er. In the recent past do those records indicate that 
the shipbuilders of America have made a profit or realized a loss? 

Mr. Morse. On many of the recent awards they have been losing 
money rather than making money. 

Senator Butter. They have been losing money on the more recent 
constructions? 

Mr. Morse. Yes, sir. 

Senator Butter. How far back would that go? 

Mr. Morse. Mr. Hoffmann, who is Chief of our Office of Ship 
Construction, advises me that with few exceptions, since 1955 most of 
the yards have lost money on their bids. 

Senator Butter. Let me ask you this question: In the light of the 
competitive situation, and in the light of what you have just said, 
that the shipbuilding costs are increasing, and that the builders are 
losing money and have been since 1955, how realistic is it to adopt 
the suggestion of the Secretary of Commerce—and I don’t want to 
put you in the position of answering this question if you don’t think 
you should—to try to negotiate below 50 percent the bid of the 
shipbuilder? 

Mr. Morse. The Board has the option of negotiation on these 
contracts under the law. But we have not felt it desirable to do so 
because we were aware that the yards were bidding at virtually cost. 
In one instance, as a matter of fact, when we did attempt to get a 
yard to reduce its cost, it said that we had made a counteroffer and 
they therefore withdrew their bid. 

The Cuarrman. I am familiar with that one. 
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Senator Butter. Then I think, Mr. Administrator, the second 
point that you made in your statement, you said that this differential 
subsidy is to the builder of the ship, is it not? 

Mr. Morse. It is. 

Senator Buriter. If you negotiate downward, you are in effect 
giving the owner the shipbuilder’s profit and going against the spirit 
of the act which gives the builder the subsidy, aren’t you, if you 
negotiate downward? 

Mr. Morse. It does have that effect, certainly, to a degree. But 
we are in a position of trying to get ships built and trying to accom- 
modate the needs of the ‘shipowners and also the needs of the ship- 
builders. 

Senator Butter. I know what a task you have, and I know what 
a wonderful job you have done. [am not complaining about it at all. 

Mr. Morse. Thank you, very much. 

Senator Burier. It brings up another thought to mind. If the 
builders are losing money, and prices are increasing, it is reasonable 
to assume that maybe they would lose more, and if you negotiate 
downward doesn’t that in effect almost destroy the competitive 
bidding? What does it do to bidding when you do that sort of thing? 

Mr. Morse. Negotiations, as well as allocations, tend to destroy the 
validity of competitive bidding. 

Senator Butter. When you say allocations, you mean the discre- 
tion to put it in one yard over another? 

Mr. Morse. For national defense justification. 

Senator But er. For national defense purposes. And you say both 
of those are destructive of competitive bidding. 

Mr. Morse. In my opinion, ves. 

Senator Butter. While you do not appear here in opposition to the 
Department of Commerce, you personally believe, as an individual 
and an American citizen appearing before the committee of the United 
States Senate, that this bill should pass? 

Mr. Morse. I would rather not express a view on it. I indicated 
what I thought the main points are that the committee should consider. 

Senator Butter. I will not press you. 

The Cuarrman. Mr. Morse, I do think you ought to clear this up. 
It is true that allocations set aside a technically competitive bid in 
some cases. Is that correct? 

Mr. Morse. If I understand what vour question is, we have awarded, 
under the allocations authority, contracts—we have taken contracts 
from a low bidder and awarded part or all of the contract to another 
bidder who is a higher bidder, on the basis of national defense allocation 
requirements. 

The CuairMan. Although technically it is a quasi-violation of strict 
competitive bidding, the exemption in the law for allocations was put 
there for a good reason. 

Mr. Morse. For defense purposes. 

The CHarrMan. Not as to yards, but as to areas. 

Mr. Morse. Correct. 

The CHarRMAN. Realizing, which we did during the war, that the 
Pacific coast, the east coast, and the gulf coast, should have some 
equality commensurate with their shipbuilding facilities in order to 
keep all three in as good condition as we could—that was the reason 
for the allocations authority. 
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Mr. Morse. That is correct. 

The CuarrMan. Which the Navy of course has used on many occa- 
sions for the same reason. 

Mr. Morse. That is my understanding. 

Senator Burier. That is exactly the point I want to make. Under 
the National Defense Act, under an act of Congress, in that event, the 
Navy has the right to do that very thing, to keep the defense potential 
in existence. 

Mr. Morse. Yes, sir. 

The CuHarrMAN. Are there any further questions? 

Senator Lauscue. I have some. Have you given any thought to 
whether or not this general system, under w hich we guarantee to pro- 
vide the money furnished by taxpayers, acts as an inducement to the 
shipbuilders and to the labor leaders, to become indifferent about in- 
creased prices and pricing ourselves out of the market, concluding that 
the Federal taxpayer will put up the money? 

Mr. Morse. I think it does not, for several reasons. For example, 
Bethlehem is one example. They have both a steel operation as well 
as a shipbuilding operation. And if they were to get their wage scales 
out of adjustment in their shipbuilding activity, they would have re- 
percussions in the steel industry side. That may not be true with a 
number of other yards that are solely shipbuilders. 

Senator LauscHe. You are speaking now of the management? 

Mr. Morse. Correct. 

Senator Lauscuge., Now, let’s get to labor leaders. 

Mr. Morse. Secondly, as far as management is concerned, they 
hope to build ships that are not subsidized by the Government— 
tankers and vessels that are used in the domestic trades. The 
higher they get their prices, the less opportunity they will have of 
building those vessels. 

As far as labor is concerned——— 

Senator Lauscnue. You don’t know? 

Mr. Morse. I just don’t know the answer. But it is arguable, 
certainly, that labor, feeling that the Government is going to pay 
part of the bill, would have less reason for negotiating for low wages 
rather than higher wages. But then I couldn’t prove that one way 
or the other. I think they are just as anxious to have jobs as you 
or I are, and if they thought that they were pricing themselves out 
of the market, they would trim their sails. 

Senator Lauscue. Aren’t we, by what we are doing, dealing with 
the symptoms without trying to get to the causes? The cause of 
the increased subsidy is that we are pricing ourselves out of the 
market. 

Mr. Morse. That is correct. 

Senator Lauscue. And to put ourselves into the market we say 
let the taxpayers put up the difference. 

Mr. Morse. That is one alternative. Another alternative as far 
as the ship operators are concerned, we can permit them to build 
their ships abroad. 

Senator Lauscue. That is all that I have. 

The CuatrMan. The Senator from Maryland. 

Mr. Morse. That doesn’t take care of the shipbuilding capability. 

Senator But ter. There is no change in your policy that we must 
have this shipbuilding potential? 
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Mr. Morse. No, sir. 

Senator Butter. No change? 

Mr. Morse. No, sir; I know of nothing. 

The Cuarrman. Mr. Chairman, I wish you would put in the record 
how many operators have had to pay in excess of parity with their 
foreign competition. 

Mr. Morse. We will put that in the record. 

The CuarrMan. And then answer the question whether or not 
this will put the operator at a serious competitive disadvantage. 
Obviously it would. 

Mr. Morse. It would, and I indicated that in the points I men- 
tioned, the difficulty that the maritime would have in finding economic 
feasibility for the building of ships where there is that excess cost. 
The CuarrmMan. Thank you, Mr. Morse. 

(See letter from Federal Maritime Board on p. 104). 
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AMENDMENT TO MERCHANT MARINE ACT, 1936 


The Cuarrman. Mr. Thomas Killefer is here, who is the executive 


director of CASL. 
Do you have a statement to make? 


STATEMENT OF THOMAS KILLEFER, EXECUTIVE DIRECTOR, 
COMMITTEE OF AMERICAN STEAMSHIP LINES 


Mr. Kituerer. Mr. Chairman, I have no statement. I would 
like to introduce to the chairman and to the members of the committee 
the chairman of the CASL Vessel Replacement Committee, Mr. 
Nemec. 

The Cuatrman. Mr. Nemec is listed as a witness. 

Mr. Kituterer. If the committee desires he can sit here by me. 

Mr. Chairman, I would like to say in introducing Mr. Nemec that 
our organization, the Committee of American Steamship Lines, has 
been engaged in a continuing analysis of shipbuilding prices, both 
foreign and domestic, for a period of at least 5 years. In the course 
of our analysis we have retained from time to time both foreign and 
American naval architects. 

The chairman of our vessel replacement committee, Mr. Nemee, 
was commissioned by us a year ago last May to make a tour of the 
world shipbuilding centers, in the Far East, in Great Britain, and on 
the continent of Europe. Thus we really have a considerable body of 
knowledge on the subject. 

All of the data that we have compiled on shipbuilding prices have 
been made available to the Maritime Administration and to the 
Department of Commerce. 

Much of this was reflected in our prior testimony before the com- 
mittee in San Francisco, and some of it we have reproduced for you 
here today. 

Mr. Nemec has spearheaded our efforts in this entire area from the 
beginning, and he has a vast amount of detailed information on the 
subject. 

The CHarrMaNn. All right. 

We will be glad to hear from you, Mr. Nemec. 


TATEMENT OF MR. NEMEC, CHAIRMAN, COMMITTEE OF 
AMERICAN STEAMSHIP LINES VESSEL REPLACEMENT COM- 
MITTEE 


Mr. Nemec. Thank you, Mr. Chairman. 

[ also do not have a prepared statement. But I do feel that with- 
out attempting to burden the committee it would be very helpful 
to review some of the charts that we presented at the San Francisco 
hearing. 

Senator Lausche has asked certain very pertinent questions as to 
cost trends, cost components, and matters of that nature. I think 
just a few minutes’ review of a number of these charts will answer a 
great many question, certainly, that he and Senator Butler raised. 

Incidentally, these charts were reduced and are attached to the 
testimony of one of our witnesses at the San Francisco hearing, so 
they are already a part of the record. 

The CuarrMan. As the Senator from California and I remember, 
the man who explained the cost charts was outside the industry but 
was hired to make this study by you people? 
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Mr. Nemec. Yes, sir. It was Mr. J. J. Henry, who is president of 
J.J. Henry, Inc.,in New York. He has been retained on a permanent 
basis to act as our coordinator of foreign cost information. 

The Cuarrman. All right. 

Mr. Nemec. Through him, so long as we have this subject open, 
Senator, we have three of the leading naval architectural and cost 
engineering firms in the world that are retained independently and 
professionally supply data as to general cost trends, and specific cost 
studies on individual ships. 

Here in the first group we have shown pictorially the flow of the 
construction subsidy rates during the period from 1957 through 1959. 
You can see visually how they progressed in steps, almost. 

We would point out that in this latter group these are basically 
tentative determinations. They have been put together on a basis of 
maritime estimates which may, and probably are, somewhat on the 
low side. So we have a reasonable expectancy that when the final 
costs are in, and the final rates are determined, they will move upward 
somewhat. 

How much we don’t know. We don’t think it is going to be mate- 
rial, but there does seem to be some tendency toward increasing the 
differential as escalation costs are added to the contract bid prices of 
American shipyards. 

The second display here is to give you the shipyard ideas as to what 
the differentials may be. The shipyards have entered bids on two 
bases: The so-called escalation form and a fixed-price basis. In 
fixed-price basis they have anticipated escalation, and I have added 
it to their contract prices. 

So as you can see, in that pattern the shipyards have a reasonable 
expectancy or did have a reasonable expectancy that the actual 
differentials would in fact exceed these Federal Maritime Board 
tentative determinations. But, again, that is a matter of conjecture. 
All we are saying, in effect, is that it is likely that the final differentials 
will somewhat exceed these levels. 

I might stop as I finish with each one of these and ask whether or 
not there are any questions on the particular chart. 

Senator Lauscue. I have some. 

The CHairRMAN. Senator Lausche. 

Senator Lauscue. Are those columns set forth in groups of three? 

Mr. Nemec. No. That is merely the manner in which the ship- 
building program has been contracted, Senator. In 1957, there were 
three individual contracts placed with three individual shipowning 
companies. 

Senator Lauscne. What do those columns represent? 

Mr. Nemec. They represent the level of the construction differ- 
ential subsidy. This one, for example, shows that in the case of 
Moore-McCormick Lines, the differential there was 45.2 percent; 
in the case of Lykes, 44.5 percent; in the case of Export Lines, 45.3 
percent. 

Then in the next year, as the pattern progressed—and I think you 
will have a better grasp as to why this has occurred when we show you 
some charts indicative of world shipbuilding prices and price trends— 
in this period of time there was an upward movement and a widening 
of the gap. 

These rates are purely tentative rates, as we have said. They 
represent the Maritime Administration’s best judgment. But I 
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have reason to believe—my company is here, Lykes, at 48.4 percent— 
I have reason to believe that that differential will in fact exceed 50 
percent before the final costs are in. 

So is probably also the case with Moore-McCormick Lines, and 
very likely also—not likely with Export, impossible with Export 
since that contract was placed on a fixed-price basis. 

Senator Lauscue. Are the groups of three the same companies for 
each? 

Mr. Nemec. No, sir. 

Senator Lauscue. They are different? 

Mr. Nemec. If they are the same, it is merely a coincidence. 
These companies were the first to commence the freighter replacement 
program. 

Senator Lauscue. What was the percentage of rise between 1957 
and 1959 of the highest column for the respective years? 

Mr. Nemec. Aho 10 percent. Between 10 and 12 percent. 

Senator Lauscus. Let’s go to the next half. Will you explain the 
next half, because I haven’t seen it. 

Mr. Nemec. This half represents what the differential would be 
or would have been, based on fixed-price bids of individual shipyards. 
So what we are saving, Senator, is that this represents the shipyard 
judgment as to what escalation they would have incurred during that 
period of time. 

They have no price protection, and they must put a factor in their 
contract to protect themselves for anticipated rises in costs of 
materials. 

This secord chart shows the worldwide price trends in terms of an 
index. These are for identical ships, and they are families of ships 
and they are not directly related, but they do show what has happened 
to shipbuilding prices in these countries during this period of time. 
We have used 1959 as the basis of 100. In that extension we have 
shown what has happened from the period from 1955, 1956, 1957, 1958, 
and 1959. You will note in this period of time that rising from the 
1955 base to the postwar post-Suez speculative boom in foreign yards, 
there was a tremendous increase in the selling prices of foreign ships. 

This peak may be somewhat exaggerated ‘because it was basic rally a 
speculative market. Orders, however, were in fact placed in these 
markets at these relative prices. So you can see very clearly here 
that from 1955 to the end of 1956, and into 1957, Japanese selling 
prices increased by almost 175 percent. 

Putting that in another form, in 1955 you could buy a typical 
47 ,000-ton ager in Japan for about $140 a deadweight ton. Two 
years later the Japanese, realizing that they were in a sellers market, 
were getting in the neighborhood of $240 and $250 a ton from willing 
buyers. 

That market situation created a temporary influx of orders into the 
American market. While the peak in Germany was not quite as high, 
the curve is fully indicative of the price inflation in buying ships i in 
world markets. 

In the United States there was an influx, and you can see that 
there was some rise in the price of ships, but not nearly as great, 
relatively, as happened abroad. 

Basically, the U.S. shipbuilder bad the opportunity to build some 
tankers at prices which were then temporarily competitive with the 
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world market prices. But immediately following the bursting of the 
Suez bubble you can see what happened to the prices. 

The CHairMAN, Isn’t that a good reason, Mr. Nemec, to keep the 
American shipbuilding facilities available, because we find that when 
there is a seller’s market the foreign shipbuilders take advantage of it? 

Mr. Nemec. Yes. 

The CHarrMan. Whereas our costs are more steady? 

Mr. Nemec. Yes. That is absolutely correct. 

The CuarrmMan. They took advantage of it in most cases because 
of the delivery time. 

Mr. Nemec. Absolutely. You are entirely correct, 

The CHarrMan. You would pay more to get a quicker delivery. 

Mr. Nemec. Yes. And in that temporary period the American 
prices were very close to the foreign market, and the premiums were 
thought disproportionate as they normally are. 

But here is what happened to the prices in the ensuing period: 
They have driven down. And in the foreign market today they are 
at or below their 1955 levels. There is every indication that foreign 
shipbuilding prices, in a fiercely competitive market—and | can’t 
underscore those words “fiercely competitive’? enough—will go even 
lower, 

There are new factors being added which wil] drive—in our opinion, 
will result ta driving those foreign prices lower. The Communist 
nations are introducing shipbuilding as part of their economic war of 
negotiations with the West, 

They have been a very disruptive influence in prices in the free 
world and have secured contracts which are hard to get. They have 
been intruding more and more into it. That and a variety of other 
factors which [ will touch on briefly have brought this about. 

The CHarrmMan. Off the record. 

(Discussion off the record.) 

Senator LAuscHE (presiding). I have one or two questions. 

Mr. Nemec. Would you care to look at the others? 

Senator Lauscur. I would like to have them explained for infor- 
mation purposes. 

Mr. Nemec. I will hasten along with it. You were very much 
interested in these shipbuilding costs and prices, and it was princi- 
pally for that reason that we had these blown up so that I could 
explain it to you. 

This is a typical distribution of material, which basically is some- 
what of a misnomer; labor, overhead, and engineering, as between 
three major shipbuilding areas of the world: United States of America, 
Germany, and Japan. 

The reason I say ‘‘material’ is a misnomer—it includes labor as 
part of fabrication cost. We would have in material, for example, 
turbine drives, gears, electrical components, and things of that nature. 
To the best of our judgment, the basic material costs, which might 
be called millstock or stell stock, would represent a section of about 
20 to 25 percent of the overall shipbuilding dollar. The balance 
of it in large part represents labor. This is less true of the foreign 
side. 

Labor, because of the low rate, is not nearly as large a factor in 
shipbuilding as it is on the American side. Their material, about a 
third of them, in millstock, represent the basic material cost, and 
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the balance represents fabricating costs in subcontractors’ shops 
and things of that nature. That basically is all that this chart 
would purport to show. 

Senator Lauscure. Do you concur with the word of Mr. Morse 
that our competitive position is growing Worse | 

Mr. Nemec. Yes, sir. 

Senator Lauscue. Is it growing worse because the labor costs 
of the other nations are going down, or because ours is going up? 

Mr. Nemec. Basically, Senator, there are two elements. In 
answer directly to your question, it is a combination of both. |] 
think it is made perfectly plain by this chart. This is an analysis of 
shipyard hourly earnings in the United States, in Germany, and i 
Japan. 

During this period you can see here, at this le vel 

Senator Lauscuz. What period does that cover‘ 

Mr. Nemec. This covers a period, taking the beginning of 1952, 
through the end of 1958. During that pe riod of time the eels rican 
shipvard labor rate rose from about $1.84 to about $2.60 per hour. 

Senator Lauscug. It went up 80 cents per hour in 8 vears, is that 
correct? 

Mr. Nemec. That is correct; approximately. 

Senator Lauscusr. That is 80 cents as aga unst $1.80. That would 
be about 45 percent. Now let’s go to Ge rmany. 

Mr. Nemec. In the case of Germany, the basic rate here was about 
44 cents, and that has risen to about 66 at the comparable period. 
That difference was an increase of about 26 cents. So your direct 
American labor cost has risen almost 50 cents an hour more than 
your foreign labor cost. 

Senator Lauscus. Let’s go to Japan. 

Mr. Nemec. In the case of Japan, the situation is even somewhat 
worse. At the end of 1952, their labor rate was about 30 cents, and in 
spite of boom conditions—and this labor rate includes all their fringe 
benefits and all of their social security benefits, and there are many of 
them abroad—it rose to the neighborhood of 40 cents. 

In other words, there was about a 10- to 12-cent-an-hour increase. 

Senator Lauscue. That went from 30 to 40? 

Mr. Nemec. Yes, plus or minus a perny or two at each end. 

Senator Lauscue. So ours went up 80 cents and theirs went up 10 
cents in Japan? 

Mr. Nemec. Yes. 

Senator Lauscue. So the fact is that their labor cost has gone up 
what vou would say moderately, or practically imperceptibly, while 
ours has gone up substantially? 

Mr. Nemec. That has been in the absolute sense; yes, sir. Propor- 
tionately—-and this is strange, starting from a very low base—their 
percentages of increase have been about the same as ours; I guess in 
each case a little bit greater, percentagewise. 

Senator Lauscue. Does this percentage of rise apply rather gen- 
erally to materials? 

Mr. Nemec, This is labor now, sir. 

Senator Lauscue. That is labor. But directing your attention to 
the purchasing of material. 

Mr. Nemec. Materials, in the form of steel, which is the principal 
raw material which enters into shipbuilding, have remained almost 
constantly competitive over this period of time. 
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Senator Lauscne. And that is because we have steel available 
while Japan has to import? 

Mr. Nemec. Japan hasa very small sh »building industry. During 
a large period of this time the price of steel in Japan was somewhat 
above the price of European steel ar.d American steel. 

As a matter of fact,during part of this period, and particularly after 
Suez, we were exporting large quantities of ship steel to Western 
European countries, when we were allocating in this country. Barter 
deals were made for the exchange of coking coal in exchange for steel 
to West Germany—things of that nature. Steel was in very short 
supply. 

As shown here, in these two areas, which are the most directly 
competitive in the sense of having a normal market, Germany and the 
United States, the prices have been very constant. Only here, for 
the first time, do we notice that there is a perceptible division, and it 
is likely from forecasts of steel leaders that we will be at an increasing 
disadvantage in world steel markets, and this, too, will contribute in 
our opinion to a widening of this differential gap. 

Senator Lauscue. We were priced out of the shipbuilding and ship 
operating market, let’s say back on 1936, and that being priced out 
has grown worse since 1936. 

Mr. Nemec. That is correct, but that is also true, | might point 
out, of most other American industry today. 

Senator Lauscue. What is vour look into the future? Do you 
think we are going to hold this disparity at a constant level, or is it 
going to grow worse? 

Mr. Nemec. In our opinion the disparity is going to increase. 

Senator LauscuE. Why do ; you think it is going to increase? 

Mr. Nemec. Principally, sir, because we feel that this labor line is 
going to be extended. You can, if vou will, project—these rates in 
here are ve ry comparable to basic steel rates. These are metal trade 
workers, by and large, and as Chairman Morse well pointed out they 
have an identity of interest. Some of the big shipbuilders are also 
steelmakers and there are compelling reasons to hold them in five with 
steel. But the steel rate now has gone through $3.06 and maybe up 
to—the best I can project—in the neighborhood of $3.40 an hour. It 
is inevitable not that a directly proportional increase will take place 
but that there will be quite normal union demands for increased hour- 
ly rates. 

Again that curve as it goes up that way will be followed by a paral- 
lel curve in Japan and Germany, but the gap increases. 

Senator Lauscur. Your position is that you are helpless in this 
whole matter? 

Mr. Nemec. Yes, sir. We stand four-square—and I want to make 
this clear—behind the maintenance of an adequate shipbuilding ca- 
pacity in this country. Basically, in the economic sense, it doesn’t 
matter to us whether we would build our ships in this country or in 
West Germany or in Japan. They would build ships which were as 
good and as serviceable, and possibly at a lesser cost, than we now get 
after construction subsidy from the United States. 

Senator Lauscuz. Do you have any interest in foreign countries in 
the building of ships? 

Mr. Nemec. None whatsoever, sir. 

Senator Lauscugs. That is, all of your investments, of those whom 
you represent, are in this country? 
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Mr. Nemec. Every single one. 

Senator Lauscue. I think that is all that I have. Do you have 
anything further to present? 

Mr. Nemec. I have a number of notes here, Senator, which would 
indicate which were fully in support of this bill, and that each one of 
our member companies, the 14 lines which represent CASL, fully en- 
dorses it. We are entirely committed—all of our corporate resources 
are committed to this long-range shipbuilding program. 

Senator Lauscue. Is it vour position that if we are to maintain a 
reasonably sized merchant marine, the Government subsidies will have 
to be increased unless there is a stabilization in the prices of labor and 
material? 

Mr. Nemec. I think that would be a fair statement, sir. I would 
point out, however, that since this chart has occurred, saa re shave been 
increases on the American side already which will have, in my judg- 

ment, an inevitable consequence in raising prices in the future. 

Senator Lauscue. What are those increases? 

Mr. Nemec. Basically in steel wages and in the labor rates in the 
metal tradework unions. 

Senator Lauscus. And those sort of correspond, don’t they, in their 
impact? 

Mr. Nemec. Yes, very much so. 

Senator Lauscuse. That is in the sheet metal workers industry 
and—— 

Mr. Nemec. In a broader sense. 

Senator Lauscus. And ironworkers. 

Mr. Nemec. They are, in a broader sense, a family group of unions. 

I would like to conclude with one very brief remark. Yesterday 
Under Secretary Allen made a statement here which in effect said that 
we continue to be fullv in support of the parity principle, but let’s 
adopt a wait-and-see attitude. We think that at this particular junc- 
ture such an attitude would be very harmful to our industry. First 
of all it would discriminate among companies. Some companies, per- 
chance, would have a rate which was fully representative of foreign 
costs because of the bidding situation, and others would not. 

Each one of these percentage points represents a very, very sub- 
stantial amount of money. We are today in a fiercely competitive 
international shipbuilding operation market. I can assure you that. 
we are all giving very, very serious thought to this entire problem of 
high capital costs. Any additional burden of this nature which would 
be an artific iality would make it virtually impossible to proceed. 

You heard the testimony here today of Chairman Morse and his 
attitude. I think I can assure you that ours would be very much the 
same, that we would be very much inclined to state to the Board that 
under these circumstances it simply is not economically feasible to go 
ahead with the building of these vessels, and we certainly don’t think 
that that is in the interests of the United States or in the interests of 
the shipowners or shipbuilders of this country. 

I am perfectly frank to say that there is a great deal of difference of 
opinion as to where foreign prices will go and where American ship 
prices are going. Noone today knows the absolute answer. We don’t. 
But if the administration—if Secretary Ailen is right, if that difference 
decreases, we would be very, very happy with ‘the result. But no 
harm would be done by passage of this bill. The Board retains its 








AMENDMENT TO MERCHANT MARINE ACT, 1936 121 


complete freedom to find a proper rate and to do what is necessary. 
But if our opinion is correct, and if this difference widens, then we 
believe that irreparable damage could be done if this bill is not passed 
now. That is why we urge its passage. 

Senator Lauscusr. I would like to state my observations in the 
matter. Practically every week I hear the arguments made of the 
need of subsidies if our producers and manufacturers are to compete. 
The argument is repeatedly made that we can’t compete unless we 
subsidize. I am alarmed about it, because by subsidy we are merely 
trving to treat the symptom without getting to the causes 

I have seen it move on, day after day, where these subsidies are 
being asked. 

That is all that I have. 

Mr. Nemec. Thank you, Senator. 


STATEMENT OF MR. ALVIN SHAPIRO, VICE PRESIDENT, AMERICAN 
MERCHANT MARINE INSTITUTE, INC. 


Mr. Suaptro. My name is Alvin Shapiro. I am vice president of 
the American Merchant Marine Institute, the largest national asso- 
ciation representing American shipowners and operators. 

Some of our member lines operate under subsidy and others do not. 
Together they represent a substantial majority of our total American- 
flag fleet of tankers, freighters and passenger ships. 

We favor enactment of S. 2584, a bill which would remove the 
numerical percentage ceiling on construction differential subsidy, now 
limited in the 1936 Merchant Marine Act to 50 percent. 

Your committee held hearings on this subject during the first week 
of December last year, at which many detailed facts were submitted 
and compelling arguments given for enactment of the present proposal. 
To avoid excessive repetition, I shall confine my comments to only 
two basic points. 

One need only read the Merchant Marine Act of 1936, even without 
long experience ‘with the industry, to become convinced, beyond doubt, 
that it is rooted in the concept of parity. In fact, the relatively 
complicated procedures mandated by that law and. by regulations 
promulgated by the administrative agency are monuments dedicated 
to the achievement of parity—no more, no less. If the Congress 
were then—1936—determined simply to assist our merchant marine 
outside of the parity concept, far simpler, though in my opinion less 
satisfactory and less enduring, tools would have been created. 

Bear in mind throughout that the construction differential instru- 
mentality is intended to provide U.S. shipowners, both subsidized 
and nonsubsidized in our Rasen trade, with a vessel built here at no 
greater cost than they could purchase from abroad. 

The benefit accrues to the Government through the maintenance 
of a shipbuilding industry here and, of course, to shipyards, much of 
whose survival has been contingent upon work generated under this 
policy. In the long run, the beneficiaries are the citizens of the United 
States—all of us. 

Logically, therefore, there is no consistency between numerical 
limitations on the one hand and the principle of parity on the other. 
Perhaps in the middle 1930’s the foregoing was not a real issue since 
labor and material cost differences between our country and others 
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industrially developed were not envisioned as growing in size as events 
of the last few years have proven to be the case. 

Nevertheless, even as far back as 1937 the Maritime Commission 
in its “Economic Survey of the American Merchant Marine’’ pointed 
out that the 50 percent limitation would be a real obstacle to new 
construction here whenever foreign shipyard costs should become less 
than one-half of ours. 

This has now come to pass, and will probably be accentuated, 
rather than diminished, in the years ahead. It has been created by 
many circumstances, some even ‘of our own making, bearing in many 
respects on the competitive position of our total economy with that 
of Western Europe and the Orient. It is largely a result of the remark- 
able economic progress of American industry, perhaps best charac- 
terized as a tribute to our “level of living” in contrast with that abroad. 

We therefore find ourselves faced with a most serious problem, to 
which there is but one solution which is fair and equitable, in the 
national interest and consistent with our fundamental maritime policy. 
We must not weaken the basic parity concept with which we now live, 
or impose upon U.S. shipowners costs beyond the 50-percent limita- 
tion which are not of their creation. To do otherwise would only 
strengthen foreign competitors’ position at our own expense. 

We urge, therefore, prompt and favorable action on the bill, S. 2584. 

Senator Lauscue. How many members does the American Mer- 
chant Marine Institute have, Mr. Shapiro? 

Mr. SHaprro. Fifty-two. 

Senator Lauscue. I suppose they are the larger operators. 

Mr. Suapiro. On the contrary, many of our companies own only 
one ship. 

Senator Lauscue. You say there are many facts and circumstances 
that have contributed to the growth of this disparity in construction 
costs. Will vou identify them a bit? 

Mr. SuHapiro. Yes. Not necessarily in order, but some that come 
to mind immediately are of course the tremendous progress of our 
laboring force in terms of the level of living that they have managed 
to achieve here, in many respect, due to the high degree of unioni- 
zation among our labor force. 

I think the creation of policies in the Urited States, or the develop- 
ment of policies in the United States, by which we dedicated ourselves 
only in the last 10 years, Senator, to de veloping tremendous progress 
in Europe and in the Orient, the skills, the machinery, the equipment 
we sent these people, all have contributed to put them in a competi- 
tive position from which we are now feeling the effect. 

I was in Cleveland, one of the fair cities in your State, just this 
summer, and I saw steel being delivered there from abroad, at $55 
a ton, less than can be produc ‘ed within 50 miles of Cleveland itself. 
These are facts. We are discussing them only in their application to 
the shipbuilding industry. These are of great consequence to all of 
American industry. 

Senator Lauscur. Will you stop at that point. If we were priced 
out of the market in 1936, that pricing out has become aggrevated 
since 1936? 

Mr. Suaprro. No question about it in my mind. 

Senator Lauscne. And you go so far as to say that we may be 
moving in that direction in connection with many other things that 
we try to sell in the world markets? 
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Mr. Suapiro. I think this is absolutely true, Senator. 

Senator Lauscue. Our lack of competitive position has grown 
worse for a number of reasons. One, because of cheap labor, and 
secondly, they have now been able to implement that cheap labor with 
modern. machinery that we helped them get. 

Mr. Suaptro. Precisely. And I think “this is felt 

Senator Lauscur. Let me ask you this: What is your feeling on 
what the steel phase of costs of construction will do to your costs in 
the future? 

Mr. Suaprro. In connection with 

Senator Lauscue. Shipbuilding. 

Mr. SHapiro. I think steel, being such a fundamental industry in 
this country, being a highly organized industry and employing so 
many thousands of people, I think steel prices are probably going to 
increase. The impact of this is going to be very severe on the ship- 
building industry. It is going to be very severe on me as a purchaser 
of an automobile. I think, as a matter of fact, the automobile 
industry——— 

Senator Lauscue. Is it partly because of that factor that we are 
now considering this need of increased subsidies for the shipbuilding 
industry? 

Mr. Suaprro. Well, Senator, we are not speaking specifically 
about increased subsidies. We are speaking about remov ing a 
numerical limitation. De _pending on how many ships you build under 
this, you may or may not increase the amount of the ship subsidy. 

Senator Lauscue. But it is envisioned that the costs will be greater 
and therefore the 50 percent limitation ought to be removed. 

Mr. SHaprro. All other things remaining equal, there will be an 
increased subsidy, yes. 

Senator Lauscue. Read the preceding question, please. 

(The reporter read the question.) 

Mr. SHaprro. Yes, very directly. We have broken through the 
50 percent horizon now because of labor and material costs and other 
aspects. 

Sen tor Lauscue. This is just a philospohical approach. Do you 
see any danger to our system of government if there is to be an 
accentuation of the present trend that whenever we have priced 
ourselves out of the markets we should come to the Federal 
Government for subsidies? 

Mr. SHaprro. May I give you a philosophical answer? 

Senator Lauscue. Yes. 

Mr. Suapriro. Yes; I see great danger of this. 

Senator Lauscue. That is all that I have. 

Mr. Grinstein. In the hearing in San Francisco, Senator Magnuson 
brought out the fact that it wasn’t necessarily that American ship- 
building costs were rising, but it is the question of an increasing 
disparity between foreign costs and American costs. 

Mr. Suaprro. Yes. 

Mr. Grinstern. It would be possible, would it not, under this 
bill for the American Government to pick up even a higher percentage 
and yet pay a decreased subsidy? 

Mr. SHaprro. It is conceivable, yes. This would depend on a 
number of factors. 

Mr. Grinstein. Are you familiar with any other American 
industry, other than the American Merchant Marine, that is forced 
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to utilize capital equipment that costs 50 percent or more than the 
cost of the equipment to its foreign competitors? 

Mr. Suaptro. I think it is probable at its most extreme point in the 
American Maritime Industry. But it is rapidly approaching that 
point in many other industries, and I am praticularly mindful of the 
machine tool industry. 

Senator Lauscue. Off the record. 

(Discussion off the record.) 

Senator Lauscue. That is all that I have. That will conclude this 
hearing. 

(Thereupon, at 12:45 p.m., the subcommittee was adjourned.) 

(The following material w as subsequently submitted for the record: ) 


Release by Joseph Curran and Paul Hall, Seafarers’ Section Maritime Trades 
Department, AFL-CIO March 4, 1960, “Why Isn’t Merchant Marine Act Admin- 
istered as Intended?” 

Letter from L. R. Sanford, president, Shipbuilders Council of America, 21 
West Street, New York, to Senator Magnuson February 23, 1960. 

Letter from Earl W. Clark, and Hoyt 8. Haddock, Labor-Management Mari- 
time Committee, 132 Third Street SE., Washington, D.C., to Senator Magnuson 
dated February 17, 1960. 

Letter from L. R. Sanford, president, Shipbuilders Council of America, 21 West 
Street, New York, N.Y. to Senator Magnuson March 16, 1960. 


Wuy Isn’t MerRcHANT MARINE Act ADMINISTERED AS INTENDED? 


(Released by Joseph Curran and Paul Hall, cochairmen, Seafarers’ Section, Mari- 
time Trades Department, AFL-CIO) 


The 1936 Merchant Marine Act contemplates that a substantial portion of 
our oil imports be carried in U.S.-flag ships. The oil companies are refusing to 
do this because they do not want to pay their fair and reasonable share of U.S 
taxes or provide American wages and working conditions to U.S. merchant seamen. 
These un-American corporations are playing fast and loose with our foreign re- 
lations, national defense, and foreign commerce. They have so far been encour- 
aged in this by the maladministration of the 1936 Merchant Marine Act. This 
through a policy of encouraging U.S. citizens to transfer U.S.-flag tankers to for- 
eign flag and operate them under foreign flag. Of course, when a U.S.-owned 
tanker is operated under foreign flag this means that the cargo it carries is not 
available to a U.S.-flag ship. This elemental fact has repeatedly been denied 
or ignored by those who are responsible for carrying out our merchant marine 
policy of getting our oil imports carried in U.S.-flag ships. 

We believe that the Maritime Administration should take immediate steps 
to require that a substantial portion of our oil imports and exports be carried 
in U.S.-flag ships. So that “substantial portion’? may not become an interpreta- 
tive football, we would defined it as not less than 51 percent with the proviso that 
it approach 100 percent by direct ratio to which foreign nations permit us to ex- 
port to them oil products in U.S.-flag tankers. 

We have heard people argue that the Administrator and Secretary of Com- 
merce have no authority or effective method of requiring that USS. oil imports be 
carried in U.S.-flag ships. Persons who indulge in such arguments are ignoring 
the specific authority and directives contained in sections 1212 (a), (b), (1), (2), 
(d) and 217 (b), of the 1936 Merchant Marine Act, engaging in self-imposed 
mental hypnosis, or are representing the un-American interests of the oil barons or 
foreign-flag companies. We can think of no other reason. 

To those in the administration who cannot think of an effective means of 
requiring the corporations to use U.S.-flag ships, and honestly would like to see 
this done, we give the following example: 

The Administrator or Secretary of Commerce requests the Standard Oil Co. of 
New Jersey to begin immediately to shift the importation of oil into the United 
States from foreign-flag to U.S.-flag ships. (We could have used the name of 
Standard Oil of New York, Standard Vacuum Oil, Cities Service, Gulf, Standard 
of California, Texaco, Tidewater, Sinclair, or other smaller oil companies. We 
chose Esso because they are the world’s largest company, and control the price of 
oil and the price of its transportation.) We believe that if this were done in a 
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manner that would bring to the attention of the top officials of Esso how they are 
(1) jeopardizing our national defense; (2) permitting through their actions, un- 
stable foreign dictators to control our foreign policy and that of our NATO allies; 
(3) endangering our foreign commerce; and, (4) creating conditions which may 
perpetually endanger our natonal security, that these responsible officials as good 
Americans will agree to carry a substantial portion of their oil cargoes in U.S.- 
flag ships. 

Let us assume, however, that the officials of Esso who are responsible for such 
policy are un-American; that they put their corporation’s profits ahead of the 
security of the people who use their products; disregard their nation’s security; 
and have no interest in protecting our foreign relations or our commerce. Under 
such circumstances, the Secretary of Commerce and Maritime Administrator 
would ask the other Federal departments and agencies to stop using Esso prod- 
ucts, or in any other manner assisting Esso excepting as may be required by law. 
The President, the Department of Commerce, and all other agencies of the Gov- 
ernment could then tell the American public, who use more Esso products than 
any other oil company, why such action was taken. 

These are the kind of actions the Administrator and the Secretary of Commerce 
could take. This is the kind of action thev are ‘‘authorized and directed”’ 
take. This is the kind of action their oath of office requires them to take. 

Why is it then that this kind of action is not being taken by these officials? 


SHIPBUILDERS CoUNCIL OF AMERICA, 
New York, N.Y., February 23, 1960. 

Hon. WarREN G. MaGnuson, 

Chairman, Interstate and Foreign Commerce Committee, Senate Office Building, 
Washington, D.C. 

My Dear SENATOR: I was present and listened with great interest to the testi- 
mony of Under Secretary Allen and Maritime Administrator Morse on February 
15 and 16 in respect to S. 2584 relating to the 50-percent limitation on construc- 
tion differential subsidies contained in the Merchant Marine Act, 1936. 

As you know, I presented a statement at the prior hearing in December in 
San Francisco supporting the objective of S. 2584 on behalf of the council and its 
membership. However, the testimony of Under Secretary Allen last Monday 
left me with the feeling that the record is not altogether clear with respect to 
price and cost trends in shipbuilding, the reasons therefor, and the distinetion 
between price and cost. 

On the basis of that feeling, knowing your desire for the facts, I am constrained 
to write you in an endeavor to clarify the matter to you personally and, if you 
see fit to take the appropriate action, to also have the record of the hearing clarified 
for the benefit of the members of the committee. 

Under Secretary Allen stated that shipbuilding costs in American and foreign 
yards are in a downward trend. 

This statement is not in accordance with the facts. It is a fact that recent 
shipbuilding bids, both abroad and here, have indicated a downward trend. 
This is due to lack of available work with resulting intense competition to obtain 
some portion of that which is available in order to carry the shipyards through a 
distress period. Bidding prices thus have been forced down. 

Prices and costs, however, are two entirely different things. Actually costs 
have continued to increase and inevitably will continue to increase as a result of 
higher wage rates and higher material and equipment costs. 

So we have the present anomalous situation of a decreased price trend in the 
face of an increased cost trend. That condition could be prolonged as long as 
shipbuilding capacity so greatly exceeds the potential demand for ships. Ship- 
yards will have to take desperate measures to enable them to survive. 

The competitive situation alone will not result in further decreases in ship- 
building costs. There might be further decreases in bid prices but not in costs. 
The introduction of new equipment and manufacturing techniques, whatever they 
may be, can have only a minor effect on costs when the volume of business is so 
low that the question of survival is preeminent. It takes a large volume of 
business to obtain any substantial benefits from new equipment and new manu- 
facturing techniques. Even then any substantial cost reduction is more likely to 
result from the proration of overhead costs over that large volume of business, 
thus reducing the cost per unit produced, than from technological economies. 
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As to the effect of new equipment and manufacturing techniques in creating 
greater productivity of labor, that desirable objective has yet to be demonstrated, 
and such a demonstration is unlikely to be accomplished under low workload 
conditions which prevent any economies which might be inherent in new or in 
multiple and repetitive production processes. 

A very important factor preventing maximum labor productivity is the existence 
of restrictive practices included in union bargaining agreements, which the unions 
will not or at least have not voluntarily surrendered. Until the millenium, which 
may never come to pass, when the employer gets maximum production for his 
payroll dollar, it is idle to expect too much in the way of reduced costs of pro- 
duction through greater productivity of labor, even with improved equipment and 
manufacturing techniques. 

Secretary Allen stated in reply to a question from the chairman that the De- 
partment of Commerce hopes that costs will continue to go down. Costs have 
not gone down and there is absolutely no evidence to support any such hope. 
It is pure wishful thinking. The Maritime Administrator, Mr. Morse, testified 
that, although recent shipbuilding bids have shown a downward trend, there has 
been a steady increase in the cost of building ships. He also testified that, on 
many of the recent awards, the shipbuilders, on the basis of actual returned costs, 
have been losing rather than making money, and that that situation has obtained 
since 1955. 

It should be perfectly, obvious that, with the cost-and-profit picture over the 
last 5 vears as disclosed by Mr. Morse, there have been little or uo earnings with 
which to finance major shipyard modernizations as suggested by Secretary Allen 
and little, if any, justification for such programs in the foreseeable future in an 
effort to increase productivity and thus lower costs, in the face of continuing very 
low and even in some cases nonexistent workloads. 

There is today a clear-cut and definite buyers market in the construction of 
new ships. This is the time, of all times, when a shipowner can get the most for 
his money in the wav of aship. On the other hand, if through timidity, a failure 
to realize the real situation, or a lack of available funds, either on the part of the 
owner or the Government, construction is postponed or deferred until next year 
or the following year, or the year after that, both the owner who has a contract 
with the Government to build a replacement ship and the Government who has 
agreed to share the cost of that replaceme ¥ to the extent of the construction 
subsidy will inevitably find themselves in a field of higher costs with resultant 
greater cost to each, and incidentally closer to that bugaboo of all shipowners and 
merchant marines, block obsolescence 

Postponing the decision on whether to rebuild now or wait until later solves no 
problems. Secretary Allen hopes that the labor cost of ships may go down, and, 
with that pious hope, suggests that no present action be taken to remoye or raise 
the 50-percent limitation. Even in the unlikely event that the actual differential 
in the foreseeable future might drop back below 50 percent, the actual differential 
would always be used and no harm would have resulted from the elimination of the 
50-percent limitation, the mere fact of which will enable the continuation of the 
parity concept if at any time the differential should exceed 50 percent. The 50- 
percent limitation originally placed in the bill had no particular significance—it 
was purely arbitrary. It is still arbitrary. Parity is the meat of the differential, 
not an arbitrary limitation. 

Secretary Allen stated that he was not cognizant of the fact that shipbuilding 
is in a steady decline in this country. The record speaks for itself in that respect. 
Five months have elapsed since a contract has been executed in this country for a 
seagoing commercial vessel. This hiatus alone has a definite effect on the conti- 
nuity of future workloads. The Maritime Administration’s contractual replace- 
ment program is dragging badly due to lack of adequate appropriations. An 
annual construction subsidy appropriation which averages for a period of 6 years 
less than one ship per shipyard per year cannot sustain the shipbuilding industry. 

There is no present prospect for additional tanker orders to supplement the 
tanker workload carryover from the aftermath of the Suez crisis. There likewise 
is no present prospect of replacements by the nonsubsidized lines and certainly 
very little prospect of tramp ship replacements, or of ore carrier replacements for 
other than domestic services. 

The replacement vessels for which the Maritime Administration still has or will 
have appropriated funds which could be expended for construction differential 
subsidies during the balance of the year are sufficient to cover 16 ships from prior 
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appropriations and 14 ships from fiscal 1961 appropriations, if approved. Awards 
and usually made on a 3-, 4-, or 5-ship group basis, which, for a total of 30 ships, 
could mean participation by probably 7 or 8 shipyards provided each group went 
to a different yard. The net result could be that those yards fortunate enough 
or desperate enough to obtain such an award might be able to recoup their dimin- 
ishing workloads, but not necessarily their profit status, whereas the balance of the 
shipyards by the end of 1960, or shortly thereafter, will have reached a period in 
which they must face the critical fact of survival. 
I trust that the foregoing will help to clarify the present situation. 
Sincerely, 
L. R. Sanrorp, President. 


LABOR-MANAGEMENT MARITIME COMMITTEE, 
Washington, D.C., February 17, 1960. 
Hon. Warren G. MaGnuson, 
Chairman, Senate Interstate and Foreign Commerce Committee, 
U.S. Senate, Washington, D.C. 


DEAR SENATOR MaGnuson: The Labor-Management Maritime Committee 
desires to go on record as supporting 5S. 2584 now before the Interstate and Foreign 
Commerce Committee of the U.S. Senate. This bill would remove the numerical 
percentage ceiling on construction differential subsidy now limited in the Merchant 
Marine Act of 1936 to 50 percent. 

We subscribe to and agree with the testimony on this bill given by the committee 
of American Steamship Lines and the American Merchant Marine Institute before 
your committee on February 16, 1960. 

We believe the declaration of policy of the Merchant Marine Act of 1936 is as 
valid today as when the act was first passed by the Congress, and that its provi- 
sions for the national defense and the development of our waterborne commerce 
were never more applicable than at present. 

The Merchant Marine Act of 1936 was grounded in the principle of parity. The 
subsidy program under this act has, through the years, maintained this principle, 
both as to operating and construction differential costs between foreign and 
American operators. The application of this principle has given support to an 
American operating fleet by making it possible to compete with lower cost foreign 
operators and has maintained our shipyards in an available state for defense 
purposes. 

As to operating subsidy, the absence of any numerical limitation in the act has 
served to sustain the application of the parity principle. 

The limitation of 50 percent in the construction subsidy provisions of the act, 
while of no applicable effect until recently, now threatens the principle of parity 


in the shipbuilding program. ‘This is due to the fact that in some areas, the for- 
eign shipbuilding costs have fallen to less than one-half the cost of building similar 
ships in American yards. Thus the 50 percent limitation is now in conflict with 


the principle of parity. 

In addition, the shipyards of different foreign countries may be selected in 
determining the construction differential costs for different American subsidized 
lines, depending on the type of vessel to be built. For some, these costs would 
be under the numerical 50-percent ceiling. For others, the costs would exceed 
it, thus creating inequities as between American operators. 

It is conceivable that the arbitrary figure of 50 percent was originally adopted 
as a ceiling with the anticipation that construction differential costs in excess 
thereof would not be reached—or if reached, the numerical limitation would serve 
as a flag for further review. 

However this may be, the basic facts are that the construction differential costs 
have now broken this ceiling, which if not corrected, will do injustice to the parity 
principle itself and create unwarranted inequities as between American steamship 
lines. 

S. 2584 now before your committee, is conceived to correct these effects. We 
believe passage of this bill is necessary both to the national defense and for the 
development of our foreign commerce. We strongly urge its passage. 

Respectfully, 
EarL W. CLARK, 
Hort 8S. Happock, 
Codirectors. 
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SHIPBUILDERS CouNcIL OF AMERICA, 
New York, N.Y., March 16, 1960. 
Subject: S. 2584. 
Hon. WARREN G. MAGNUSON, 
Senate Office Building, Washington, D.C. 

My Dear Senator: I have taken the liberty of sending each member of the 
Committee on Interstate and Foreign Commerce, of which you are chairman, a 
letter in respect to S. 2584, typical copy of which is attached for your information. 

I trust that this action meets with your approval. 

Sincerely yours, 
L. R. SaAnrorp, President. 


SHIPBUILDERS CoUNCIL OF AMERICA, 
New York, N.Y., March 16, 1960. 
Hon. JoHN MARSHALL BUTLER, 
Committee on Interstate and Foreign Commerce, 
Senate Office Building, Washington, D.C. 


My Dear Senator: The hearings before the Committee on Interstate and 
Foreign Commerce, of which vou are a member, have demonstrated the necessity 
of favorable action on 8. 2584. The purpose of this letter is to stress the urgency 
for such action and to solicit your assistance in obtaining its enactment in the 
present session. 

The Merchant Marine Act, 1936, contained an arbitrary limitation of 50 percent 
on the construction differential subsidy required to place a U.S. shipowner in a 
position of parity with his foreign-flag competitor in respect to his capital invest- 
ment in ships. 

With the passage of time, for reasons beyond the control of the shipyards, the 
disparity between the cost of building a ship in the United States and abroad 
has gradually increased. While shipbuilding costs in the United States and abroad 
have both increased, U.S. costs have increased at a greater rate than foreign. As 
a result, the 50 percent limitation in the 1936 act, which seemed to provide ample 
leeway at the time of enactment, now threatens to prevent the Government from 
absorbing the actual difference between United States and foreign costs. In 
several recent instances, the Federal Maritime Board has found the actual dif- 
ferential to be in excess of 50 percent, but has been limited to an allowance of 
50 percent, thus requiring the shipowner to absorb any excess over 50 percent. 
The net result of such a situation is to competely shatter the parity concept in 
respect to capital investment in ships, one of the keystones of U.S. maritime 
policy as set forth in the 1936 act. 

There appears to be little, if any, prospect that the relative trend in costs will 
be reversed in the near future with the result that U.S. shipowners will be faced 
with heavier capital investment in ships than their foreign counterparts unless 
the present 50 percent limitation is removed or raised so that the Government 
‘an continue to absorb the actual difference in ship costs between the United States 
and abroad and the shipowner can continue to obtain the parity contemplated 
by the 1936 act. 

Unless prompt action is taken with respect to this arbitrary limitation, the entire 
replacement program of the subsidized shipping lines to which both they and the 
Government are committed by contract may be placed in jeopardy with the pos- 
sibility that shipping lines will be unwilling or unable to proceed with replacement 
commitments. Such an eventuality would be disastrous to the U.S. merchant 
marine and thus to both the national economy and the national security. It 
would be equally disastrous to the shipbuilding and ship repair industry, which in 
turn also is vital both to the national economy and the national security, because 
that industry must of necessity depend upon the subsidized lines replacement 
program for a very substantial part of the workload necessary to permit it to 
continue to function in an efficient and economical manner. 

For the foregoing reasons your good offices are solicited to expedite action on 
S. 2584 as being in the national interest. 

Sincerely, 


L. R. SAnNForp, President. 
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(The comments from the Government agencies follow :) 


THe SECRETARY OF COMMERCE, 
Washington, D.C., March 11, 1960. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
U.S. Senate, Washington, D.C. 

DeaR Mr. CuatrMan: This letter is in reply to your request of August 24, 
1959, for the views of this Department with respect to S. 2584, a bill to amend 
title V of the Merchant Marine Act, 1936, in order to remove certain limitations 
on the construction differential subsidy under such title. 

The bill would delete the second, third, and fourth sentences from subsection (b) 
of section 502 of the Merchant Marine Act, 1936 (46 U.S.C. 1152), which limit 
the construction differential payable by the Government to 50 percent of the 
construction cost of the vessel, and substitute the following sentence in lieu 
thereof: ‘‘In any case where the lowest bid of a responsible domestic shipbuilder 
is found to be unreasonable or excessive, the proposed contract may be negotiated 
with the view to construction in a domestic shipyard at reasonable cost.”’ 

The bill would also delete the last sentence in subsection (d) of section 502 
of the Merchant Marine Act, 1936, which limits the construction differential 
payable by the Government to 50 percent of the construction cost of a vessel 
constructed under the provisions of this subsection. 

It should be noted that subsection 502(b) of the 1936 act, although limiting 
construction differential payable to 50 percent of the construction cost. of a vessel, 
contains the authority to disregard bids and negotiate a construction contract 
in certain instances. Subsection 502(b) provides, in pertinent part that: ‘In 
any case where the Commission finds that the construction differential exceeds 
3343 per centum of such cost and that the lowest bid of a responsible domestic 
shipbuilder is unreasonable, excessive, or collusive, the Commission may negoti- 
ate and contract with the view to construction in a domestic shipyard that is not 
unreasonable or excessive in cost or collusive in character. Where the Com- 
mission finds that the construction differential exceeds 50 per centum of such 
cost, the Commission may negotiate and contract on behalf of the applicant 
to build such vessel in a domestic shipyard at a cost which will reduce the construe- 
tion differential to 50 per centum or less.’”’ This provision, to authorize the 
Government to disregard bids and negotiate a construction contract if all bids 
exceed 50 percent of the domestic construction cost or there is fraud in the bidding, 
would be removed from the act by enactment of the bill. 

The purpose of the Merchant Marine Act, 1936, as amended, was to develop 
and maintain an adequate and well-balanced American merchant marine. In 
order to do this, it was determined that operators of American-flag vessels had to 
be placed on a parity with foreign-flag operators in operation of their vessels as 
to specified and determined items of expense, and, up to the point where the 
Government’s cost equals that of the shipowner, in the construction of the new 
vessels, 

The soundness of the direct subsidy system incorporated in the 1936 act to 
meet foreign competition has been generally recognized, and there have been only 
two departures from the 50 percent limitation. One was during World War II 
when the limitation was lifted as a general war emergency measure by authorizing 
the foreign cost determinations to be made on the basis of conditions existing in 
the period prior to 1939. The other was in special legislation authorizing con- 
struction of two superliners. 

At the time the Merchant Marine Act, 1936, was enacted the prevailing con- 
struction-differential subsidy applicable to new vessel construction in domestic 
shipyards ranged between 30 and 40 percent of the domestic construction cost of 
the vessel. During the period between October 1958 and 1959, the difference 
between foreign costs and domestic costs with respect to certain vessel construc- 
tion projects under title V of the act ranged between 48.4 and 52.1 percent. Obvi- 
ously, the owners of American-flag vessels will be required to pay more for their 
new ships than their foreign competitors if the difference between foreign and 
American shipbuilding costs remains in excess of 50 percent. 

The Department has been unable to determine at this time whether this will 
continue to be the situation. We do know, however, that shipbuilding prices in 
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American and foreign yards are on a downward trend. Recent studies show that 
few new contracts for ships are being placed, and that shipbuilding capacity 
greatly exceeds demand. The competitive situation and more efficient produc- 
tion, resulting from the introduction of new equipment and manufacturing tech- 
niques and greater productivity of labor, could result in further decreases in 
shipbuilding prices. The recent bids for the Mariner-type ships for States 
Steamship show that between the first half of 1959 and November, shipyards in 
the United States reduced their bid figures. 

The difference between American and foreign shipbuilding costs is not sub- 
stantially in excess of 50 percent. In view of present trends, we do not believe 
that removal of the 50 percent limitation is justified at this time. 

The Department of Commerce is, therefore, opposed to 8. 2584, and recom- 
mends that it not be given favorable consideration. 

The Bureau of the Budget has advised that it would interpose no objection to 
the submission of this report to the committee. 

Sincerely yours, 
Puiuie A. Ray, 
Under Secretary of Commerce. 





COMPTROLLER GENERAL OF THE UNITED STarTEs, 
Washington, September 24, 1959. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
U.S. Senate. 


Dear Mr. CHAIRMAN: Your letter dated September 10, 1959, acknowledged 
September 11, refers to our report dated September 2 on 8. 2584 to your committee, 
and indicates a belief that our comments on this bill may have been based on a 
misunderstanding that the proposed legislation was motivated by the higher cost 
of vessel construction to Pacific coast operators resulting from the 6-percent 
differential authorized by section 502(d) of the Merchant Marine Act. 

You advise that the bill was introduced by Senator Butler and yourself as a 
result of a recent finding by the Federal Maritime Board that the true construction 
differential based upon parity is presently in the neighborhood of 51 percent on 
some classes of vessels and on your understanding it may be as high as 60 percent 
on other classes. In view thereof, you request any further comments on 8. 2584 
that we may care to offer. 

We regret that the language in the third paragraph of our report may be sus- 
ceptible to the interpretation you have indicated, and we appreciate the opportun- 
ity to clarify our comments on the proposed legislation. 

As you will note from the comments in the fourth paragraph of our report, we 
were fully cognizant of the fact that the bill was designed and intended to remove 
the 50-percent ceiling on construction-differential subsidy, without reference to 
whether the applicant was subject to the provisions of section 502(d). 

However, at the same time this Office was considering your request for a report 
on S. 2584, we were also considering a request from the Federal Maritime Board 
for an opinion on its authority to negotiate lower contract prices in a case where 
Atiantic and Pacific coast bids on construction subject to section 502(d) resulted 
in a tentative determination by the Board that the construction differentials were 
51 and 51.9 percent, respectively. We assume that this is the same finding by 
the Board which is referred to in your Jetter, As you will note from the enclosed 
copy of our decision to the Chairman of the Board (B—140448, September 3, 
1959), it is our opinion that the negotiation authority in section 502(b) of the act 
is not available to operators subject to section 502(d) so long as bid prices are 
between 200 and 212 percent of estimated foreign construction cost. As a result, 
the possibility of negotiating lower contract prices which may result in parity 
with the cost of foreign construction is not available to such operators. 

To this extent the concluding remarks in our report on 8. 2584, which pointed 
out the existence of authority to negotiate lower prices when the construction 
differential exceeds 50 percent, have no application, and our references to addi- 
tional costs borne by Pacific coast operators were intended only to distinguish 
between cases of this nature and those cases in which the authority to negotiate 
lower contract prices may be exercised at any time that bid prices result in a 
construction differential in excess of 50 percent. 

As indicated in our prior report, whether the 50 percent limitation on construc- 
tion-differential subsidy should be removed in those cases in which the authority 
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to negotiate parity prices is presently available appears to be entirely a question of 
congressional policy, and we therefore make no recommendation with respect to 
enactment of 8S. 2584. 
Sincerely yours, 
JosEPH CAMPBELL, 
Comptroller General of the United States. 


THe GENERAL COUNSEL OF THE TREASURY, 
Washington, September 3, 1959. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
U.S. Senate, Washington, D.C. 

My Dear Mr. CHAIRMAN: Reference is made to your request for the views of 
this Department on 8. 2584, to amend title V of the Merchant Marine Act, 1936, 
in order to remove certain limitations on the construction differential subsidy 
under such title. 

The proposed legislation would amend section 502(b) of the Merchant Marine 
Act, 1936 (46 U.S.C. 1152(b)), to eliminate provisions which limit the amount of 
the construction differential subsidy to 50 percent of the construction cost of the 
vessel. 

The proposed legislation is not of primary interest to this Department and the 
Department has no comment to make as to its general merits. 

Very truly yours, 
NELSON P. Ross, General Counsel. 
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